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111. SIGNIFICANT REGULATORY, STRUCTURAL AND 
TECHNICAL CHANGES 

e 

A. REGULATORY AND LEGISLATIVE ACTIVITY 

In this section, a brief description of regulatory and legslative activities which have 
occurred since the implementation of the PRP are described. 

TELECOMMUNICATIONS ACT OF 1996 

This sweeping Federal legislation was intended to provide the framework for opening local 
competition. It describes the obligations which local exchange carriers have with respect to 
resale, number portability, dialing parity, access to rights-of-way, the obligations of a local 
exchange carrier for Section 252, Procedures for Negotiations, Arbitration and Approval 
Agreements associated with requests for interconnection, unbundled access, resale and 
collocation. The provisions for an arbitrated agreement between an incumbent local 
exchange carrier and another carrier were detailed, including the associated responsibilities 
of the State Commission. 

A broad requirement detailing the pricing standards for interconnection and network 
element charges was provided. It stated that the charges should be based on cost, without 
reference to a rate-of-return or other rate-based proceedmgs, be nondiscriminatory, and 
include a reasonable profit. 

0 
The procedures to review Universal Service requirements are also detailed. The FCC was 
directed to refer to a Federal-State Joint Board a proceeding to recommend changes required 
to implement Universal Service. Universal Service principles were established as well as 
individual state authority regarding their universal service funding requirements. 

Another major piece of the legislation spoke to the requirements for Bell Operating 
Company enby into InterLATA semices (Section 271). In particular, two tracks for the 
RBOC to petition were defined: presence of a facility-based competitor and no 
interconnection requests. Additionally, a competitive checklist set of requirements for the 
RBOC to satisfy was established. 

Other issues related to affiliate relations, joint marketing, and manufacturing were 
discussed. Another section of the legislation (Section 301) dealt with cable refonn 

FCC INTERCONNECTION ORDER 

This Order was the FCC's effort at establishing the operational rules to effect the 
implementation of the Telecommunications Act of 1996. It defined the specific 
interconnection rules and addressed the concept of "technically feasible." 

The requirements for UNEs were detailed and the specific unbundling requirements were 
defined. Collocation issues and standards were established. Finally, the pricing of 
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interconnection and UNEs was defined. The FCC d e h e d  the appropriate pricing standard 
to be based upon Total Element Long Run Incremental Cost (TELRIC) including a 
component of common cost De-avera,@ng of UNE costs was also discussed. The second 
pricing issue resolved was resale pricing. A detailed account-by-account methodology was 
described for computing the wholesale discount value. Other issues associated with 
wholesale service, such as promotions, discounts, cross-sellmg, belowcost pricing and 
provisioning were discussed. 

UNIVERSAL SERVICE 

At the Federal level, the issue of the High Cost Fund continues to be unresolved. Si,onificant 
differences exist between members of the Federal-State Joint Board. In its May 7*, 1997 
Order, the FCC defined supported services, defined criteria for designating eligible carriers, 
and detemined the allocation between state and federal funding. The formula for 
detennining support amounts was based upon a revenue benchmark approach. The 
revenue benchmark, which included local service, vertical service and Inter/Intra state 
access revenues, was subtracted from the forward looking cost. However, the appropriate 
model definition was not provided, as the model to be used was still being debated along 
with the definition of critical model input parameters. Finally, the FCC determined the 
funding split as federal 25% and state support at 75% - These proposals were met with much 
criticism. As such, the FCC (based upon input from the state members of the Joint Board) 
referred back to the Joint Board for additional discussion issues related to the determination 
of the support level and the federal/state contribution levels. 

The Joint Boards Second Recommended Decision significantly modified earlier FCC actions. 
Essentially, the support level was now being set upon a national average cost benchmark, 
which would be between 115 and 150% of the national weighted average cost per line. The 
contribution levels also were si,gnificantly modified. Federal support would only be 
provided to the extent that a state was unable to support high cost areas through its own 
efforts. 

No final decisions related to cost model selection, model input parameters, and structure of 
the Federal High Cost Fund have yet been made. 

The Commission issued on May 22,1998, an Order stating that the Kentucky Universal 
Service Fund (KUSF) would b e p  January 1,1999. This Order was predicated upon a 
revenue benchmark approach using the HAI model, with specified input variable values, as 
the determinant of the forward-looking cost Based upon the indecision.at the Federal level, 
the Commission, in an Order dated August 7,1998, delayed implementation of the high-cost 
support until July 1,1999. However, it did retain the earlier date for implementation of the 
low-income support of the KUSF. Then, in an Order issued November 16,1998, the 
Commission defined the surcharge amount $.05 that each ILEC, CLEC and wireless camer 
could bill monthly per access line to fund the estimated low income fund size of $1 million. 
The fund is known as the Kentucky Lifeline Support. 

A credit of up to $10.50 for eligible customers is available in which $3.50 is funded by the 
Kentucky Lifehe Support and $7.00 is supported by the federal USF. 
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@) As of this report, the Commission has not yet established a high-cost fund mechanism. 
Untd the FCC resolves the federal issues, states will not have clear policy paths to follow. 

B. INDUSTRY STRUCTURAL CHANGES 

This task assessed the chan,@ng competitive markets in Kentucky in light of rapid 
technological innovation and deployment and regulatory changes, and evaluated BST's 
response in terms of its strategic, network, marketing, and operational plans and decisions. 
Of particular interest, is the impact of Kentucky regulation and the Telecommunications Act 
on planning and decision malung. 

This task presented the greatest challenge of the Tze~ 2 review in that it required a 
determination of the very meaning of competition as a basehe. This was no menial task 
nor is it academic. There are numerous factors at work in the telecommunications 
environment at the present time that challenge the traditional view of competition in the 
local exchange market. Some of the very real questions that Vantage gappled with 
throughout the review included: 

Does competition mean that the market is open to competition or that 
competitors have actually entered the market? 
What defines "market" for purposes of competition? 
- Does facility based competition to any one area of customers served by an 

1LEC.mean that competition exists in that market se,ment? 
- Does competition in the Louisville business market mean that all business 

markets in the BST-KY service territory have competition? 
Does the opportunity for competition that has not been acted upon by CLEG 
mean that there is no competition? 
Do alternative technologies, most notably wireless at this point in time, q u a w  as 
Competition? 

CONVERGENCE 

Convergence refers to the coming together of technologes necessary for provision of 
telecommunications services. Video over copper, voice over IP, Internet over cable and 
satellite, the distiTlctions are becoming very blurred. Increasingly, convergence also means 
the mergers and combinations of companies providing the various services. Market 
participants can no longer be labeled as wireless, cable, ISP, local exchange or inter- 
exchange. The speed of this convergence is nothing short of phenomenal. 

The following changes have taken place in the industry structure just during the course of 
this review: 

AT&T acquired TCI and MediaOne giving AT&T access to 26 million homes via 
cable lines. 
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0 BellSouth acquired an interest in Qwest Less than two weeks later, Qwest 
announced a planned acquisition of US West (which was being sought by Global 
Crossings and who was also pursuing Frontier). &est ultimately merged with 
US West, while Global Crossings merged with Frontier. 
AOL formed a skategic alhance with DIRECTVB, which among other things, 
provides AOL a high-speed delivery mechanism for broadband Internet services. 
Bell Atlantic has announced a planned acquisition of GTE, which has direct 
implications for Kentucky. 
SBC appears to have cleared regulatory hurdles in Illinois, which will allow it to 
acquire Ameritech. (SBC had previously acquired PacTel.) 

0 

The AOL akance provides a good example of not only industry convergence, but also 
technology and service convergence. Only a few years ago/ AOL was a value-added ISP 
providing services to primarily the home market through the Public Switched Telephone 
Network (PSTN). Now AOL is offering numerous services through various alliances and 
with multiple delivery mechanisms. 

The alliance with DIRECTVCO provides AOL a mechanism of providing interactive AOL TV 
and high-speed Internet access. AOL also has partnerships with Bell Atlantic and SBC to 
deliver DSL broadband connectivity to its members. According to Bob Pittman, President 
and CEO of AOL: 

"'Through this alliance [with DIRECTV@], along with the partnerships we've forged with 
telecommunications companies, we nom have the ability to offer best-ofbreed senn'ces 
~angingffom long distance telephone and broadband access to interactive TV and dial-up 
connectivity at attractive padcage prices to our members-making AOL even more central to 
their daily lives. " 

This example was chosen because it highlights several important themes of the modem 
telecommunications environment 

Partnerships and alliances may include companies that continue to compete in 
certain areas even while partnering on particular service offerings or facility 
sharing. This is not new (witness the IXC and ILEG), but it is becoming visible. 
Focus is shifting to the service being provided, not the facilities that are used to 
deliver the service. 
The future of telecommunications lies in packaged offerings or "one stop 
shopping". These bundled packages will be assembled in all manner of ways 
using different technologies and often combining offerings from various 
companies seamlessly bundled under one umbrella. 
Companies are willing to cannibalize their own service offerings allowing the 
market and the customer to decide what technology will "win". 

0 

The telecommunications industry of tomorrow will see relatively fewer providers who are 
capable of offering a total package of telecommunications services (long distance, local, 
vertical services, cellular or PCS, paoging, video) all bundled under one bill. Indeed this is 
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happening today as Sprint offers reduced rates on Earthlink, AT&T can bundle long 
distance landline, wireless (analog, distal cellular or PCS) and other services on one bill. 

COM PETlTORS 

During the ori,$nal consideration of the PRP, there was considerable testimony concerned 
with the issue of whether BellSouth was experiencing competitive pressure or even whether 
such pressure would ever really exist Vantage did not concern itself with the state of 
competition at that time, other than for trending. However, that competition has now 
arrived in Kentucky is a certainty. The Vantage tasks were to attempt and determine the 
impact that the price regulation plan has had on competition, and determine what, if any, 
changes to the plan would forward the Commission’s goal of competition. 

In order to determine these factors, the state of competition must be detennined as well as 
trends. Even this task has become increasingly complex and difficult The fact that 
competition has amved means that all inclusive data is no longer available. This is for 
several reasons: 

CLECS and CAPS are not required to provide the information that is available 
from BellSouth. 
Companies are increasin$y wary of divulging any information which may make 
its way to a competitor. This makes benchmarking and other comparisons 
almost impossible. 
The definition of competition itself is chan,aing to include a multitude of new 
products, services and delivery mechanisms. 
Much of the competition is coming in the form of new products and services 
(primarily data). This means that market losses by BellSouth are often invisible 
and take the form of lost opportunities rather than stolen customers. 

Even with these limitations, Vantage felt it critical to make some determination on the state 
of competition in Kentucky and to compare that to other states. 

APPROVED AND OPERATIONAL CLECS 

As of January 1999, nearly 1,OOO CLEC approvals had been granted for Wireline Service in 
the nine BellSouth states.’ Kentucky had approved 143 CLECs and another 14 applications 
were pending. As shown in the following exhibit, the number of approved CLEG does not 
necessarily correspond to operational CLECs. Kentucky has the second highest number of 
approved CLEG in the nine-state territory at 143, but the lowest number of operational 
CLEG at only 22 Exhibit 111-1, below, shows approved and operational CLEG in the 
BellSouth states.2 
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Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit 111-13 
Approved and Operational CLECs 

Approved and Operational CLECs 
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Even the number of operational CLEG can be misleading in terms of the extent of 
competition in a state since many target only high revenue customers or special applications 
(ISPs, campus facilities etc). For example, Florida has nearly three times the number of 
operational CLEG as Kentucky. However, this can not be interpreted to mean that Florida 
has more widespread competition. 

FAClLlTl ES 

Kentucky has the lowest number of resold lines in the nine-state regon. As of April 1999, 
Kentucky had 35,928 resold lines. The distribution of these lines is shown in Exhibif 111-2, 
below: 

ge Consulting, Inc. 
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Business Lines 
Residential Lines 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

17,244 48.0 
17,132 47.7 

Exhibit In-24 
Kentucky Resold Lines 

PBX (trunks) 

1 Number I Percent ofTotaI I 

1,193 I 3.3 
Multiservice Lines 
Private Lines/Data Circuits 

I ISDN I 176 I .5 I 

127 .4 
56 .2 

PBX(trunks) 
Multi-service Lines 

2.3 
0.6 

The mix of resold lines in Kentucky shows slightly fewer residential resold lines than the 
other eight BellSouth states, as shown below in Exhibzf 111-3. 

Private Lines/ Data Circuits 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

0.5 

Exhibit 111-35 
Percent of Resold Lines In BellSouth Region (Excluding Kentucky) 

i TVDe of Resold Line 1 Percent of Total resold Lines I 
~~ I Business Lines 37.8 I 1 

~ 

I Residential Lines I 58.5 I 
ISDN 0.3 I 

~ ~ 

As shown in Exhibit 111-4, below, Kentucky has the fewest number of resold lines of any 
BellSouth state. The reasons for this are not entirely clear. There are other anomalies such 
as Alabama having more resold lines than Tennessee or North Carolina. It is our conclusion 
that the resale market is still so small that any analysis based on comparative state numbers 
is misleading. 

mgc consulting, Inc. 
D 
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Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit III-46 
Total Resold Lines 

I : 140,000 1 
~ I 

CLEC GROWTH 

Competition is evident from CLECs many of which are experiencing tremendous growth. 
The vast majority of this growth has been in the business markets. Despite the growth in 
CLEG, they still represent a small percentage of total access lines. This is because of the 
small base upon which their growth has been built. (basically starting from zero) The V.P. 
of Data and Internet Product Management at espire had this to say about CLEC growth: 

"nze new competitive canius, such as espire, are like the grains of rice; starting out uenj 
small, but then doubling, tTipling, even quadrupling in size in a remarkably short pm-od of 
time. In fact, CLEC industry revenue has &bled every year since the Telecom Act, and is 
expected to continue doubling fm the next several years at least. 

At my own company, our reuenue grew Q a facfor of six last year alone, and as a result, we 
won the distinction of being named the 'lfastest growing network company in the industry" 
by Network World Manazine."i 

e 

e 

a 
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At the end of 1998, new phone entrants controlled 2.7 million access lines or 1.7%of the 
market This is up from 1.7 million access lines or one percent of the market a year earlier. 
The FCC estimates that the number will exceed 4 million access lines by the end of 1999.8 
(To be consistent, Vantage has used the term "market" as used in the referenced document. 
However, as we will point out, "market", in fact, constitutes vastly different customers, 
technology and competitors.) 

@ 

Hyperion (Adel~hia)~ 

Hyperion is a regional CLEC operating in the Eastern United States and Canada. Hyperion 
is a subsidiary of Adelphia Cable, one of the largest cable TV companies in the U.S. with 
more than 1.3 million subscribers in 13 eastern states. Hyperion provides phone service in 
22 networks in 11 states, including Kentucky. In Kentucky, Hyperion operates in Louisville 
and is constructing network facilities irr Lexington. Through agreements with fiber optic 
network providers, Hyperion interconnects much of its 22 markets with first- and second- 
tier cities in the eastern U.S. 

In a press release announcing ageements with several fiber optic providers, Hyperion listed 
benefits and opportunities to local business communities served by its expanded network 

"First, it a l l m s  Hyperion to eficiently and cost-effectiuely access under-served third tier 
markers and provide them with the latest onfiber optic communications. The network also 
provides Hypm~on  with the enabling arclzitechre to extend semice ofm-ngs to include data 
applications such as IP, A T M  and Frame Relay. Additionally, it provides Hypm'on with the 
foundation for an Intemef backbone. " 

In Kentucky, Hyperion is thought to serve the largest private sector employer in the state, 
Humana, located in downtown Louisville. Besouth provides no telecommunications 
services to the Humana buildmg. 

ICG Telecom Group 

ICG Telecom is part of the ICG Communications family, which includes Canadian and US. 
Companies. ICG Telecom is headquartered in Denver, where the company first began 
offering competitive telecommunications to the business markets in 1991. ICG offers 
competitive local exchange telecommunications services via a fiber-optic network ICG 
offers local, long distance, data services and enhanced telephony in Colorado, W o m i a ,  
Texas, the Ohio Valley, and parts of the Southeastern U.S., including Kentucky. ICG 
Telecom has been primarily a CAP until recently. 

In addition to ICG Telecom, ICG also has at least two other telephony related companies 
operating in the US. Fiber Optic Technologies provides network design, installation, 
maintenance and support of IT and communications systems for large businesses. ICG 
Satellite Services provides satellite based voice, data and video transmission services 
through teleports in Atlanta, Denver, Los hgeles, and New York ICG Satellite Services 
also operates a maritime telecommunications network and VSAT (very small aperture 
terminal) private data networks.10 The Satellite Services Division was sold during August 
1999, but the sale was not expected to be finalized until after completion of this report On a 

- E% ge consulting, Inc. 
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September 5,1999, as this report was being prepared, ICG announced the sale of its fiber 
optic unit to ACG Communications. 

ICG Telcom's stated mission is: 

"to becorne the leading, state-wide CLEC in markets served by bringing the benejits of 
adoanced communications technology and world-class smices fo an audience once held 
captive by the incumbent local exchange cam.ers. "11 

ICG would apparently leverage its relationship with long distance camers. ICG Telecom 
has operated primarily as a "carriers carrier", providing services to resellers and IXCs. ICG 
Telecom currently has a network in Louisville. Within the BellSouth temtory, it also 
operates in Atlanta, Birmingham, Charlotte, and Nashville. Networks are under 
development in Greensboro and Winston-Salem. As of August 1999, ICG had announced 
no plans to offer residential local exchange service. 

e s  pi re 

espire, headquartered in Maryland, operates its network in 23 states offerkg fiber, switched 
senrices and or ATM. e.spire offers data availability in 47 of the 48 contiguous states.12 As 
of the fourth quarter of 1998, espire was thousht to have more than 70 ' d e s  of self-healing 
fiber SONET ring technology in Louisville. The SOXET ring passed the hospital district, 
Federal reserve building and the East End, espire was expanding its network to the areas 
around the University of Louisville and the Louisville Airport13 

e-spire focuses on the business market with targeted services offered through a bundled 
package. A prominent service promoted by e-spire is the Platinum service, which is an 
integrated T-1. Platinum service includes local, long distance, 800 service (inbound), 
Internet and data services. The local service under this plan provides flat rate pricing and 
includes several custom calling features, including call hunting, call waiting, call 
forwarding, and three-way conferencing. Customers can also add voice and data circuits 
under this plan with no additional charge (up to the capacity of the T-l).14 

Case Study - A Residential Facility Based CLEC 

While it sometimes seems that all of the competition in telecommunication to date has been 
focused on large businesses, there are some instances of small, facility-based CLECs 
pursuing the residential customer. During the course of h s  study, one of the Vantage 
consultants had the opportunity to sign up for residential service with a CLEC Vantage 
took advantage of this fortuitous timing and arranged interviews with the CLEC. The 
company does not operate in the BellSouth service territory, which hopefully provided 
more open and revealing interviews than might have been the case with a direct competitor 
of Bellsouth. 

By no means do we suggest that the operation described in the following is representative of 
CLEC competition in the future or indicates competition. The purpose of the case study is 
to describe for the reader how a successful, if small, facility-based CLEC can operate in the 
post-TA96 environment 

e 

e 

0 
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h g ' s  Deer Telephone is a small CLEC which currently serves Monument, Colorado and 
portions of Colorado Springs. They are the exclusive provider of service to one subdivision 
( b g ' s  Deer) of 150 homes. Ultimately, the subdivision will have 530 homes and a golf 
course. The minimum lot size in King's Deer subdvision is 2.5 acres. With a golf course 
and certain natural terrain features that prevent development, the area is relatively low 
density. The home prices in King's Deer range from $350,000-$700,000. Despite the relative 
affluence of the market, US West was not willing to install upgraded facilities and had 
categorized the new development as rural.13 

The CLEC also serves the immediate surrounding area of Monument, Co. Monument is a 
rapidly expanding area in northern El Paso county. The communities are being spurred by 
easy access to both Denver and Colorado Springs. Many of the newcomers to the area are 
two income families with one family member working in each of the cities. The CLEC had 
10% penetration or 630 homes out of 6,300 in Monument and the surrounding area as of 
June of 1999. Their goal is 30 percent market penetration by EOY 1999. 

The King's Deer subdivision is served exclusively with CLEC facilities. In this subdivision, 
the CLEC uses no UNEs and no resale. US West has no facilities in this subdivision. They 
operate in the subdivision with deep fiber. 16 They go within 2-3k feet of homes with fiber 
and then go copper the rest of the way. They carry the signal to electronics which are 
collocated in a US West MUX hut  They then carry via King's Deer fiber on to their 5ESS 
switch in Colorado Springs. 

The CLEC just s iped  an agreement with a local neighborhood through a homeowners 
association to also provide facilities based phone service with a guarantee of 30 percent of 
the homes. This neighborhood is older and has US West facilities as well. Consumers in 
ttus neighborhood will have a choice. The CLEC is an affiliate of the local cable company 
(Tri-lakes cable) and lays in coax at the same time as the phone lines. This is interesting 
because they are coming in with fiber in the loop and then providing cable and phone via 
coax and twisted copper. 

0 

The surrounding area is served via resale exclusively at this point. The plan is to eventually 
take these lines at the US West switching office, transport them via their collocated 
electronics to their switch down in more urban Colorado Springs. 

King's Deer Telephone also is running services in Colorado Springs to several apartment 
complexes. Again, it was unclear as to whether they would sell "wholesale" to the complex 
like some electric and gas utilities do or if they are going to try and pick up service one by 
one from the tenants. 

lXCs as CLECs 

Following the Telecommunications Act of 19% and the resulting arbitration, it appeared 
that competition for residential customers in the local phone network would come from the 
IXCs. Sprint, MU (now MCI WorldCom) and AT&T all appeared to be the most likely early 
competitive entrants into the local phone market due to their experience, capital resources 
and prominence in arbitration proceedings. 0 
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It should come as no surprise to any student of the industry that local competition from the 
IXCs has not yet materialized. AT&T has seemingly chosen to enter the facilities based 
marketplace through cable rather then the PST". Sprint and MCI, in addition to mer,+& 
are focusing on the LD and wireless market as well as providing services to mid-market and 
large customers. It  is only after the major IXCs have the opportunity to sell totally bundled 
services to residential customers and RBOC OSS Systems are fully open that residential 
customers will see competition. Also, IXCs are disencented to enter local markets as their 
very entry creates RBOC competition in the long distance market 

Non-traditional Competition 

No discussion of competition would be complete without addressing competition coming 
from non-traditional sources. At the present time, these non-traditional competitors consist 
primarily of wireless service providers with cable appearing on the brink of becoming a 
very real alternative on a widespread basis. 

Wireless 

While wireless service is not quite ubiquitous, it is approaching that level in many states. 
Wireless for purposes of ttus review consists of analog cellular, digital cellular, and &gtal 
PCS. Before discussing the competitive aspects of wireless service, the following is a brief 
description of the three primary wireless technologies. 

Analog cellular has been in widespread use since the early 80's and service is now available 
in 90-95 percent of the United States. Analog cellular transmits voice over continuous radio 
waves at frequencies in the 800 MHz range. Analog cellular has few data applications and 
has the additional disadvantage that calls can be heard over scanners and service theft is 
possible. 

Digital cellular uses the same approximate frequency range as analog cellular, but uses 
technologies called CDMA (Code Division Multiple Access) or TDMA (Time Division 
Multiple Access) to transmit the &@tal signal. Nextel uses a TDMA technology called iDEN 
that allows both digital and two-way ra&o senice. Until recently, digital cellular was 
primarily found in the larger metropolitan areas. The Web sites of AT&T and Sprint would 
indicate that the service is being rapidly expanded. Digtal cellular has the advantage that it 
can also operate as an analog phone if outside a digital cell Other advantages over analog 
cellular are that digtal cannot be heard over scanners, the seMce is very difficult to steal, 
service quality (clarity) is generally better, capacity is greater meaning fewer busy signals, 
and finally, messaging and paging is available usually as an option. 

Digital PCS (Personal Communications S m - c e )  transmits at frequencies around 1900 MHz 
using CDMA, TJ3MA and GSM (Global System for Mobile Communications). Like some 
dig~tal cellular phones, some PCS phones can also be used with analog cellular systems. 
These phones are referred to as dual-mode. PCS phones that can also operate over the 
digital cellular network are also available. These phones are referred to as dual-band. PCS 
is still primarily found in urban are& and the handsets are more expensive. Advantages 
beyond that of digital cellular include a larger system capacity and more options features 
including alphanumeric paging, email, and Internet and Intra.net access. 

http://Intra.net
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0 Wireless is a current viable alternative to landline voice service in those areas where it is 
available. As to whether a viable alternative constitutes competition is discussed elsewhere 
in our report. However, there is no question that wireless (both analog and diptal cellular 
and PCS) can serve not only as adjuncts to landhe  telephony, but can function as a 
I'eplacement. This is at least tacitly acknowledged by the FCC. In its Order on Universal 
Service, wireless camers can be declared as eligible telecommunication camers and receive 
Universal Service support Also, they do not have to be the primary line into the house. 
According to an article in the Nao York Times, Anderson Consulting predicts that cellular 
phones will achieve "25 to 35 percent displacement" of wired telephones in five-to-seven 
years." Competition has also driven down prices of both wireless service and hardware. 
According to point.com.- 

"l7zere's never been a better time to buy un'reless m i c e .  With four-to-seven major wireless 
cam'ers in every major city competing for nrstomers, competition has pushed airtime pn'ces 
d m  by at least one-third and sometimes mucli more-during the lasf I8 months. "1s 

While cellular service has been competing with landhe service for some time, PSC is 
becoming increasingly competitive for not only voice but data services. These services 
compete for the residential as well as the business customer. PSC competes not only on a 
standalone basis for voice, but offers the customer the opportunity to obtain bundled 
services as well. Not only is PCS becoming increasingly competitive as an alternative to 
landlines, but the competition among PCS providers is increasing. The following is a 
samphg of both cellular and PCS offerings available to residential customers. As with 
other sections of the report, we present these with the caveat that the costs and service plans 
are chan,oing so rapidly that we fully expect changes between the report preparation and 
issuance dates. 

. 

@ 

Sprint offers PCS plans that start as low as $29.99 per month with 120 minutes up to loo0 
minutes for $99.99 per month. These rates apply to all calls made on the Sprint network 
with roaming and long distance applying to calls made off network. These plans all include 
the followins 

Voice mail 
Numeric pagmg 
Caller ID 
Call Forwarding 
Call Waiting 
Three-way calling 
DA 
os 
Basic 911 

Text messapg  is offered as an option as are numerous other features heretofore not 
considered part of telecommunications, such as roadside assistance. 

AT&T also offers numerous wireless plans. One of the more interesting is Digtal One Rate 
(DOR), which is offered in the following plans: e 

http://point.com
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600-minutes $89.99 a month 
1ooO-minutes $119.99 a month 
1400- minutes $149.99 a month 

The DOR plan allows for the use of the wireless phone anywhere on the extensive AT&T 
wireless systems for the same price with no roaming or additional long distance charges. As 
with the Sprint plans, AT&T offers numerous vertical features with the plan, although many 
of those features are only available in PCS areas, and the phone can be used for voice service 
over analog cellular and digital cellular. AT&T also offers PCS plans for as low as $24.99 for 
100 minutes. 

AT&T also offers a service called Personal Network, which is an example of bundling. 
Personal Network allows the residential customer to combine wireless, long distance and 
Internet on one bill with potential cost savings based on plans and service. In addition, the 
plan allows for on-line billing with various sorting capabilities. 

Voice and fax over IP 

During the course of the study, voice over Internet ProtocolP (VoIP), fax over IP (FoIP), and 
voice and fax over IP (V/FoIP) were seemingly moving from discussion and business 
Intranet applications into widespread implementation. This technology again illustrates the 
phenomenal speed with which the industry is chan,ginng. This section had to be almost 
continuously updated during the review in the summer 1999, because of the almost daily 
announcements of new products, technology and alliances. Again, Vantage fully anticipates 
that the VoIP and V/FoIP environment will have changes after completion of the draft 
report in September 1999 and its finalization. This is the environment in which BeSouth is 
now operating and which Commissions must be prepared for. 

A sample of real world V/FoIP, currently available is the August 1999 offering from 
excite.com. Any user with Internet access can get FREE voice mail and fax service up to 60 
messages per month just by si,gning and obtaining a user ID with excite.com (also free). The 
service requires that callers dial a toll free number (1-888-excite2) and then enter a 10-digit 
"extension" code. Vantage tests indicate that the voice quality of ths voice mail service is 
very good. Other Internet portals are offering voice "chat " as this report goes to press. 

Cable (COAX) 

Perhaps the most visible competition in the local network is from cable. Not only the long 
anticipated entrance of cable modems into the fray, but from the mergers and alliances 
which have taken place. More specifically, the purchase of cable giant TCI by AT&T. The 
purchase gives AT&T the potential entry into 33 million US. homes via the Coax cable 
already installed by the cable company.19 

According to b e t i c  Strategies inc. which publishes Cable Datacom News, more than one 
million households in the U.S. and Canada now subscribe to cable modem services. 
Approximately 70 percent of these are in the US. According to the same source, 32 million 
households have access to cable modem service.= 

http://excite.com
http://excite.com


59 

0 In addition to providing high speed data transfer, cable has the capabihty of providing voice 
communications using only a fraction of the available bandwidth. Despite its promise, cable 
telephony faces sigmficant requirements for capital in order to upgrade the network. The 
industry will need to spend $15 billion by 2003 to reach 57%of cable homes and will need to 
spend an estimated $31 billion to reach loo%." 
Cable (Satellite) 

Satelhte television offers the potential of providing not only digital entertainment, but also 
high-speed Internet services. As an example, in June of this year, AOL and Hughes 
Electronics Corporation announced a strategic alliance. The intended outcome of the 
alliance is to: 

". - ..acce/erate subsoibw growth and revenue-pw-subsm-ber for Hughes' DIRECTVB 
television entertainment s m i c e  and DirecPCB satellite-based broadband lntemei delivery 
system, as well as extend the reach of Amm'ca Online's developing AOL TV interactive 
telmision and high-speed AOL-Plus senn'ces. ''2 

This alliance brings access to 16 million AOL and CompuServe members in the US. AOL 
gains access to the seven million DIRECTVB customers for AOL TV services. The alliance 
will make AOL-Plus broadband service available via the satellite network by earlv 2000. 
The current technology for this service uses a standard telephony u p h k  with a satellite 
broadband download. The download is touted to be as much as 14 times faster than a 
standard 28.8 Kbps analog modem. These services diTectly compete with DSL and ISDN 
service offerings which provide high-speed capacity. 

0 
Technology Competition 

In Exhibit 111-5, below, we have summarized some of BellSouth's service offerings that are 
coming under or are under competitive pressure. 3 
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The technologies summarized above also represent the areas where revenue and customer 
growth is expected in the future. 

Kentucky Information Highway (KIH)26 

The KIH is a statewide integrated communications and information network using a digital 
network for high speed, high capacity delivery of voice, data and video transmissions. The 
Commonwealth of Kentucky entered into a 10-year contract in 1995 for the KIH, with 
BeSouth as the prime contractor. BellSouth, along with 19 other local exchange companies 
and %est/ LCI International, teamed to develop and implement the network. 

The goal of the KIH is to provide access to public information, educational resources, health 
resources and agency provided services in urban and rural locations. The KIH does this by 
supporting educational and healthcare initiatives across the state, linking local communities 
to the state capital, and providing expanded access to Internet service providers. 

KIH Facilities and Rate Structure 

The KIH partners have deployed a fiber optic backbone, 12-Frame Relay and 6 ATM 
switches for delivery of KIH services. KIH charges are distance insensitive so schools in 
outlying areas pay the same rates as schools in urban areas. A simplified rate structure 
consists of an on ramp in every county. An access fee is billed for the portion of the network 
from the end user's premise to the servicing wire center. 

KIH Service Delivery 

KIH has taken part in a number of diverse and innovative telecommunications solutions in 
Kentucky. Some of these include: 

The Model County project which provides communications connections between 
local offices and state governments agencies. Applications utilized include 
Internet access, e-mail, and file transfer. 

The Kentucky Tele-Linking Network (ICrLN) is a voice, video, and data network 
that has been expanded throughout the state using KIH for connectivity. KTLN 
links schools, colleges, universities and public and private agencies for delivery 
of services. Every district school office in the state is linked back to the 
Department of Education in Frankfort 

Empower Kentucky is a broad based effort that will use KIH and other resources 
to improve the efficiency and delivery of state govemment services to 
constituents. 

P 
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The Workers Information SysTem (TWIST) Project is an automated social 
services case information system. Programs include child protection, foster care, 
adoption, juvenile and adult protection. The information is available 24 hours 
per day/'/ days per week. Information is stored and retrieved over the KIH 
Frame Relay network 

The Cabinet for Health Care Services (CHS) is involved in a redesign of the Local 
Health Network to eliminate redundant data collection and provide shared 
access. All public health care facilities will connect to KIH for such data as birth 
and death certificates, immunization records, lab tests, patient demographics etc. 

KIH Accolades 

The KIH has recently received several awards. The KIH was nominated for the 
Computemorld Smithsonian Award and inducted into the Smithsonian's National Museum 
of American History on April 12,1999. The award is based on u h t i o n  of new information 
age tools to extend the benefits of technology to society. KIH also won a 1999 Recognition 
Award for Outstanding Achievement in the Field of Information Technology from NASIRE, 
which represents Chief Financial Officers of the States. The award was in the category of 
Public-Private Pamerships. 

FINDINGS AND CONCLUSIONS 

1II-m a The Commission must prepare for and understand markets and services outside 
their direct remlatorv control. 

The future of telecommunications has broadened far beyond just the services provided by 
the L E G  through twisted copper. As we have pointed out, customers (including residential 
customers) will or already have access to telecommunications services through the ILEC 
public switched network, V/FoIP, cable modem, and wireless services. In many cases, 
customers will have access to services from all these delivery mechanisms from multiple 
competing providers. 

The future will hold considerable uncertainty for the customer. They will look to the 
Commission for guidance and complaint resolution. History has shown that many 
customers will not understand the changes taking place in the industry. To this day, many 
customers do not understand the difference between their long distance carrier and the local 
phone company. J l s  confusion will be magnhed many fold as customers encounter 
bundled senrices, the same service offered through different technologies, and one provider 
offering services, heretofore, always considered separate. (For example, cable and phone 
service from one company.) 

11142 The Commission must be prepared for the problems that competition mav brinc. 

A si,aIuficant issue that came out of our case study of King's Deer Telephone was the 
potential replacement of one facility monopoly with another. In a dense urban residential 
area, this problem is not a major concern because facilities could be built out with relative 
ease if residents wished to be provided alternative service. However, in a more rural and 0 
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less populated area, if a CLEC were to have the only facilities in place, then the problem is 
much larger. This is an example of an issue that has never even arisen in the past The 
Commission must prepare for such issues as: 

Can the ILEC forego its obligation as camer of last resort if a CLEC is serving an 
entire area with its facilities? 
How will USF and Lifeline funds be distributed? 
How can the Commission ensure service quality from CLEG? Even with 
regulations to require reporting, how will the Commission enforce such 
regulations? 
Slamming and cramming continue to be a problem with long distance charges. 
What is to suggest that local competition will be spared this problem? If 
anythmg the problem may be magrufied. 
How can the Commission be sure that customers receive credit when switching 
from one carrier to the next during a billing cycle? BellSouth and the large IXCs 
(soon to be CLECs) will, undoubtedly, provide credits as part of ongoing 
business practice, but what of CLEG who lose customers back to BellSouth? 
Billing issues have k n  major problems with Telcos in the past The large IXCs 
and RBOCs have resolved these, but how can the Commission control the 
multitude of billing formats, cutoff, procedures etc. that could potentially face 
the customer? 

There is no good answer to many of these and other potential problems because they have 
not yet been faced. Also, many of these problems may be beyond the Commission's 
jurisdiction, which may only serve to further confuse the ratepayer. Fortunately, there is 
time to prepare for the details of the problems that will be encountered. 

11143 The total role of BellSouth in state economic development must be considered. 

BellSouth (and most other RBOCs) makes a number of contributions to the economy of the 
state beyond their obvious payroll and infrastructure contributions. In a new competitive 
environment, many of the CLEC's will not be willing or able to make these same 
contributions. Vantage is not making the argument that BellSouth or any other competitor 
should receive regulatory favoritism as a result of social contributions. However, the extent 
of the contributions to the state cannot be ignored. Exhibit 111-6, below, summarizes 
BellSouth contributions over the 19951999 period. 
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Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Year 

Exhibit III-627 
Contributions By Category (WOO) 

Voluntary Payments 

Company Organization Stimulation of 
General Specific 

Cash Memberships Benefit Benefit Business 

1996 560 214 273 
1997 559 153 244 

4 22 
1 76 

1998 I 582 
1999 1 238' 

Through 8/15/99. 
-Through 8/17/99. 

154 265 0 63 
60" 81* o* 16* 

This says nothing of the Telecommunications Research Center or the Kentucky Information 
Highway. The Kentucky Information Highway (KIH) is a statewide digital network for 
high-speed, high capacity delivery of voice, data, and video transmissions. The KIH was 
discussed in more depth in the main body of this chapter. BellSouth has also been a major 
contributor to business development eff orb including the Telecommunications Research 
Center on the University of Louisville's Shelby Campus and the Paducah Information Park. 

a 
III-F4 The arsment  that competition does not exist because of low penetration of 

access lines is specious. 

The number of access lines served by competitors of BellSouth (or any ILEC), is often used 
as an ar,gument that competition does not exist in the state or in any state in the US. This is 
misleading and points more to the economics of providing service in an unregulated 
environment than it does to the openn'ess of markets to competition. 

Full blown competition with multiple providers using multiple technologes has not yet 
entered the residential marketplace because of a multitude of factors. Cable modems and 
Section 271 approval should shortly change this situation. Competition has benefited the 
business market first because these customers offer higher revenue per facility cost. 
Wireless service is not just a supplement, but a very real alternative to landline service. 
Wireless data services remain costly because of end user equipment, but the cost of wireless 
voice service has dropped appreciably. 

In fact, competition is far too broad a term Each market and category of service must be 
looked at separately in terms of competition. The large business customer most certainly 
has seen competition at the "local'' level. Medium and smaller businesses are beginning to a 
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see competition primarily for high-speed access and multiple lines. Some smaller 
businesses that happen to reside in buildings served by CLEC fadt ies  (such as on a fiber 
ring) may also be seeing competition. The tern "may" is used because there is no reasonable 
means of obtaining reliable information on the extent of competition. The unregulated 
competitors are not required to file such information. 

III-Fj The residential POTS customer with no enhanced services and little lono distance 
usage is not likelv to see anv noticeable reduction in rates as a result of 
competition. 

Competition will come to the residential Kentucky customer, but not all customers will 
benefit from the competition in terms of reduced rates or even enhanced services. This is 
especially true for the rural customer (or perhaps more appropriately the customer in low 
density areas) for whom the cost of providing phone service is greater than the revenue 
under current regulatory pricing. 

Just as pure economics have determined that business customers would be the first to see 
telephony competition, so too will economics determine that high usage residential 
customers are the first to see advantages of competition. Opportunities for competitors to 
profit in the residential marketplace come from the bundling of multiple services. Those 
customers who utilize not only voice, but some additional combination of Internet, high 
usage long distance, wireless, pa0@ng, and cable television provide the immediate targets of 
opportunity for the competitors in the residential market For example, Qwest announced 
in August that it would give "free" Internet access to customers who s i p  up for special long 
distance services.28 As previously noted, Sprint offers reduced rates on bundled long 
distance and Internet senrice.2 Ironically, the recent heated competition in long distance 
rates for residential customers may mean even less opportunity for reductions with bundled 
services as revenues are being driven out of the long distance component 

RECOMMENDATIONS 

111-R1 The Commission needs to develop a formal plan for how it plans to deal with 
competition at the residential level. (Refer to Findings 111-F-I and 11142.) 

This plan would include: 

Service guidelines to be applied equally to CLEG and ILEG. 
Means of dsseminating information to new competitors. 
Plans for dealing with service complaints on non-regulated companies. 
Education plans for Commission staff to enable them to function efficiently in the 
new environment 

111-Rz The Commission needs more open dialog with BellSouth and its competitors. 
(Refer to Findings III-F3 and III-F4.) 

The Commission should work with not only BellSouth, but also the IXG, the CLECS, cable, 
wireless providers, and others to idenbfy potential problems and resolve them in a 
cooperative manner. 
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Revenue Category Amount 
Local Service Revenue $469,645 
Network Access Revenue $48,882 

IV. BELLSOUTH PERFORMANCE DURING PRP 
PROGRAM 

Percent 
81 % 
8% 

A. FINANCIAL PERFORMANCE 

Unidirectional Long Dist Revenue 
Long Dist Private Network Revenue 
Miscellaneous Revenue 
Uncollectible Revenue 

This section of the Besouth Telecommunications - Kentucky Report details the revenue 
and expense changes from 1995 through 1998 to show an overall perspective of BST-KY 
financial performance. This section analyzes: 

$4,110 1% 
$34,171 6% 
$28,042 5% 
$4,827 (1) % 

Revenue and Expense Activity 
Asset Depreciation 
Employee Changes 
Access Line Growth 
Capital Investment 

REVENUE AND EXPENSE ANALYSIS 

Revenues 

IV-FI Increased revenues result from additional access lines and increased demand for 
calling features bv customers. a 

Revenues are increasing most siplficantly in the largest revenue category, Local Service 
Revenue. In 1998, Local Service Revenue comprised 81% of total revenues for BellSouth- 
Kentucky (Intrastate revenues only). Exhibit IV-I sbows the amount of Local Senrice 
Revenues, as compared to the other revenue categories. 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Local Service Revenue has increased approximately $75 d o n ,  from 1995 to 1998, as 
shown in Exhbzts IV-2 and IV-3. The other revenue categories are flat or decreasing, as 
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shown in Exhibit IV-2. In 1996 over 1995, and 1997 over 1996, the decreases in the other 
revenue cateFories almost completely offset the increases in Local Service Revenue, as 
shown in Exhzbif IV-2, increasing 39% and US%, respectively. In 1998 versus 1997, total 
revenue increased by 3.99% representins more than $20 d o n . "  

($oms & 010) 

Local service Revenue 

Unidirectional Long Dist 
Network Access Revenue 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

1995 96vs95 1996 97vs96 1997 98vs97 1998 
394,150 6.51% 419,823 5.78% 444,105 5.75% 469,645 

6,350 -9.92% 5,720 -1257% 5.001 -17.82% 4,110 
4937 -7.18% 45,681 7.91% 49,-% -0.84% 48,882 

Exhibit IV-F 
1995-1998 Revenue and Percent Changes 

($ in 000's) 

Revenue 
Miscellaneous Revenue 
Uncollectible 
Total Revenue 

38,198 -16.53% 32,133 -35.31% 20,786 34.91% 28,042 
(4,566) -9.05% (4,153) 6.72% (4,432) 8.91% (4,827) 
546,421 0.89% 351,280 1.18% 557,772 3.99% 580,023 

/Revenue I I I I I I I I 
ILong Dist Private Network 1 62,772) -17.04% I 52,0761 -17.40% I 43,0161 -20.56% I 34,17l] 

In 1996, Local Service Revenue increased by approximately $26 million (6.51%) from 1995. 
This increase was offset by other decreases and total revenues increased by less then the 
increases in Local Senrice Revenue, approximately $4.9 million (0.89%). In 1997, Local 
Service Revenues increased approximately $24 million (5.78%) but, again, was offset by 
other decreases and total revenues increased by a lesser degree, approximately $6.5 million 
(1.18%). In 1998, Local Service Revenue increased approximately $26 million and total 
revenue increased approximately $22 million.= 

Exhibit W-3 takes the Local Service Revenue category and details the component increases 
and decreases of that account. 
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Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit IV-3u 
Local Service Revenue Detail 

($ in 000's) 

I 1995 95v96 1996 9 6 ~ 9 7  1997 97~98 1998 
5001: Basic Area Revenue I 241,893 1.07% 244,482 7.34% 262,420 3.93% 272,748 
5002: Optional Extended Area Revenue I 20,657 29.12% 26,672 22.89% 32,776 16.23% 38,095 

Settlements I I I 
Summ of 5001 - 5069 I 394.6581 6.380/01 4198231 5.79%1 444,lOSI 5.75%1 469,645 

_ _ _ _ _ ~ ~  ~~~ ~~ ~ 

* Public Telephone was deregulated in 1997 and moved to another account for part of 1997 and 1998. 

The largest dollar increase, approximately $31 million from 1995 to 1998, is noted in the 
Basic Area Revenue category. This increase is driven by the increase in access lines, 199,OOO 
since 1995 or a 17% increase. The next largest increase is in the Other Local Exchange 
Revenue category. This category is comprised of the Complete Choice features or Custom 
Calling features, such as Caller ID and Call Waiting.s 

Number of Calls 

The number of calls has been increasing steadily since 1995, as shown in Exhibit IV-4. Total 
Local Calls increased 4.5% from 1995 to 1998. LneaLATA Toll Calls increased 29.4% and 
total interLATA Toll Calls increased 27% during the same time period. Interstate, 
interLATA Toll increased 28.9%, 1995 to 1998, and 8.1% from 1997 to 1998. Intrastate 
interLATA Toll increased 20.9%, 1995 to 1998, and 7.9% from 1997 to 1998. The largest 
number of calls in 1998 is in the Total Local Calls category at 4,689,495,000.36 Exhibit IV-5 
shows the percentage change in the number of calls by category. The category with the 
largest number of calls, Total Local Calls, shows a flat percent change of 3.87%, 0.13%, and 
0.47% for 1995 versus 1996,1996 versus 1997, and 1997 versus 1998. The largest percent 
change is an increase of 22.54% 1996 versus 1997 in the intraLATA Toll Calls. The changes 
for the previous and subsequent year in this category are more flat, increasing 4% and 
1.56 %, respectively.37 



72 

1yJy95 
calls 

Focused Review of the Pnce Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

V O  010 % V O  

%v95 ly3y96 97v% 1- 9Sv97 lz/nlsS 9Sv95 

Exhibit IV-43 
Number of Calls and Billed Minutes 

(Amounts in 000's) 

I I I I I 

Local I2,487,999( 3.9%1 4,661,6831 0.1% 4,667,587 0.5% 4,689,495 4.5% 
IntraLATA Toll I 136,7571 4.0961 1422261 225% 174.290 1.6% 177,007 29.4% 

As number of calls have increased, so have the number of billed minutes, as shown in 
Exhibit W-4. Total interLATA Toll Calls Billed Minutes increased 35.2% from 1995 to 1998, 
and 8.9% from 1997 to 1998. Intrastate interLATA Toll Minutes increased a 2 %  from 1995 
to 1998 and 15.4% 1997 to 1998, easily the category with the largest increase.39 Exhibif IV-6 
shows a decline in the percentage increases, but each year represents an increase over the 
previous year. In the case of interLATA Intrastate Toll Mmutes, these increases are 2218%, 
16.44%, and 15.44% for 1995 versus 1996,1996 versus 1997, and 1997 versus 1998, 
respectively. In total, interLATA Toll Minutes increased by approximately 12%, 11%, and 
9%, respectively, for the same time peri0ds.N 
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Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit IV-541 
Percent Change in the Number of Calls 

25.00% 7 

I 

20.00% 

: 5.00% 

lO.aO% 

5.W% 

0.00% 
I 
I 
I 

1 
-5.00% 

9 5 ~ 9 6  96v97 97 v98 
3 67% 0 13% 0 47% 

I 
p-Total  ~oca l  Calls ! 

-10 00% 

1.55% 22.54% 
I I 8.11% 9.01% 

7.92% -3.99% 
6.06% 

~~ 

~ 4 1 n n a t a t a  7011 calls - # 1 4.00% 

9.39% ~--h-Interlata TOII. Interstate -e  j 
:+lnterlata Toll. Intrastate - %  j 16.72% I 
;*Total Interlala Toll Calls - S ~ :1.13% ~ 5.79% , 

e B gc consulting, Inc. 
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Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit N-642 
Percent Change in the Number of Billed :? :inUtes 

1 25.00% 

15.00% ~ 

5.00% j 
I 
I 

9 5 V 9 6  ! 96v97 97 v 98 
i 0.00% ; 

I 
i+lnterlata Toll. interstate - Minotes I 9.50% ! 8.59% 6.67% 

4 

15.44% ~ 

i+lnterlata Toll. intrastate - Minutes 22 10% 16.44% 

! 4 T o t a l  lntemta Toll - Minutes 12.35% 10.51% 1 8.93% ! 

Expenses 

Total operating expenses and taxes swing around year to year from 1995 to 1998, as shown 
in Exhibit IV-7. They increase by approximately $3 million, 1996 over 1995, decrease by 
approximately $17 million, 1997 over 1996, and decrease again by approximately $0.5 
million 1998 over 1997. The leading expense categories in dollar amounts are Deprecation 
and Amortization, Customer Operations - Smices ,  Corporafe Operations - General and 
Adminisfiahe,  and Operating Taxes. These categories comprise 69% of the total operating 
expenses and taxes category in 1998,67 % in 1997,67% in 1996, and 62% in 1995. A 
comparison of the increases and decreases in these largest categories is depicted in Exhibit 
IV-8.43 
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Network Support Expense 997 -9.33% 
General Support Exqxnse 25,951 -13.66% 
Central Office Switchine, Expense 19,532 -15.2% 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

904 -25.11% 677 -86.41% 92 
22,405 -15.951 18,831 -6.54% 17,600 
16,497 8.30% 17,% 4.57% 17,049 

Exhibit IV-744 
Operating Expenses and Taxes 

(S in 000's) 

~~ 

Operator system ~rpense 3571 -1401%1 3071 2420211 1,0501 -6257%1 393 

Expense 
I d .  Orig./Tem. Expense 
Cable and Wire Faalities Expense 
Other Prop, Plant, & Equip. 

5,615 -31.50% 3,&6 -2.34% 3,756 4.182 3,913 
36,401 -2.63% 35,442 1.251 35,886 4.23% 37,403 

572 410 -5463% 186 207.532 238 7227% 

I 
01 

I I I I I I 
01 - 01 - 01 - 

- 1  
[Prov. for Uncollect Notes R e c  - 
c o w .  o p s  
Other Operating Expenses (153) -114.38% 22 -150.00% (11) -15455% 6 
Operatins Taxes 47,539 4.46% 45,418 36.72% 62,094 29.20% 80,331 

Operating Expenses and Taxes 473,029 0.68% 476,269 -3.66% 458,839 -O.lOO/o 4 5 8 3 7  

Exhibit IV-8 shows that Depreciation and Amortization are clearly the largest single expense 
categories. The large increase 1995 to 1996, and subsequent decreases 1996 through 1998, 
reflects the asset life changes approved in the PRP. (See next section for additional details.) 
Exhibit IV-8 also shows significant decreases in General and Administrative - Corporate 
Operations reflecting decreased personnel 1995 through 1997. The personnel decrease also 
shows, to a lesser extent, in S m ' c e  - Customer Operations category with a large decrease 1996 
to 1997. Swvice - Customer Operations hit a low in 1997 of approximately $37 million and 
increased to approximately $44 million in 1998, while General and Administrative - Corporate 
Operations has steadily decreased from a 1995 high of approximately $70 million to a 1998 
low of approximately 9 3  miUion.45 
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Focused Review of the Price Regulation Plan 

BellSouth Telecommunications, Inc. - Kentucky 

Exhibit IV-846 

($ in 800's) 
' Major Expense Categories 

180.000 

160,000 

14c.wo 

120.000 

103,000 

63.000 

60,wo 

a.OO0 

20,000 

0 

r - r -  .. 

I 132.479 4.808 70,147 I 47.539 
1019% I 161.278 I 46,552 I 67.234 45.418 

i o iw  i 151,897 ! 37.160 56.863 I 62.094 1 
I 

io1996 i 146.372 44,247 I 43,174 80.223 

0 
D E% gc consulting, Inc. 



1995 19% 1997 1998 Total 
Total Employees 2,675 2,403 2,203 2,344 

Average Compensation !$49,309 $52,560 $48,763 $44,334 

Employee (272) (200) 141 (331) 

Total Compensation 

per employee 

Increase/ (Decrease) 
% Employee -10.2% -8.3% 6.4% 
Increase/ (Decrease) 
Compensation (5,600,424) (18,877,080) (3,504,867) (27,9S2,371) 
Increase/ (Decrease) 

Increase/ (Decrease) 

$131,901,464 $126,301,040 $107,423,960 $103,919,093 

% Compensation -4.2% -14.9% -3.3% 

IV-F2 Numbers of emplovees decreased from 1995 to 1997 and then increased in 1998, 
while total compensation decreased almost $28 million over the four-vear time 
period. 

Exhibit IV-9, above, shows that the number of employees decreased 10.2%, from 1995 to 
1996, and 8.3% from 1996 to 1997, and then increased 6.4% from 1997 to 1998. In total, 
employees decreased by 331 from 1995 to 1998. Total compensation decreased from 1995 to 
1998 from $132 million to $104 million. The largest decrease in compensation occurred in 
1997 of almost $19 million. Average compensation per employee fluctuated around $48,000 
and $52,000,1995 through 1997, and decreased to W , O O O  in 1998.48 

Asset Depreciation 

W - F 3  Depreciation expense for BellSouth Telecommunications - Kentuckv increased in 
1996 and then reduced to lower levels in followine vears. 

As part of the PRP, BellSouth Telecommunications - Kentucky was allowed to reestimate 
and reduce asset lives to more realistic len,o;ths considering environmental and technologd 
changes. Asset lives in the past were approved by the PSC, but not at this time. The asset 
life reestimate had the effect of accelerating total depreciation. As a result, depreciation 
expense for BellSouth Telecommunications - Kentucky jumped up in 1996, increasing 22% 
over the previous year, as shown in Exhibif IV-8.49 From 1995 to 1996, depreciation expense 
increased almost $30 million. Depreciation expense for the following two years decreased 
approximately $10 million and $6 million, respechvely, as shown in Exhibit iV-10.3 
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1995 
132,479,000 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

19% 1997 1998 
161,278,000 151,897,000 146,372,000 

Exhibit W-lW 
Depreciation Expense 

Depreciation expenses increased substantially with the approved asset life adjustment in the 
PRP and then reduced to more normal levels, as shown in Exhibits IV-8 and IV-IO. 
Depreciation is calculated using a remaining Life formula. This calculation is performed 
using the asset value at loo%, minus the Asset’s Reserve, m i n u s  the Asset’s Future Net 
Salvage, all divided by the Asset’s Average Remaining Life. The formula is self-correcting 
with each component included at its current level when the calculation is made.’? 

The Director of Capital Recovery was charged with detexmining the appropriate 
depreciation levels for BeUSouth-Kentucky assets. His area, including four managers and 
ten support staff, conducted depreciation studies and financial studies to this end. He 
determined the appropriate depreciation rates and levels, including economic life and 
salvage rates. Depreciation is reviewed and recalculated on an ongoing, annual basis.% 

Rate of Return 

Exlzibif IV-11, Common Equity Percent of Capitalization Cost, Exhibif IV-12, Net Operating 
Income, and Exhibit IV-73, Rate of Return on Shareholder’s Common Equity, each have the 
same general shape showing the same general trend. From 1995 to 1998, each of these 
figures or ratios shows a start at a middle range, a decrease into the middle of 1996, and 
then a gradual increase to the end of 1998. Each of these charts has an income component 
that reflects BellSouth - Kentucky‘s reduction in personnel and related expenses, decreasing 
depreciation expense (gwing increasing income results year after year), and increased 
revenues in the local service revenue category. Each of these components were discussed 
above in the Revenue and Expenses section. 
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Exhibit IV-11% 
Common Equity Percentage of Capital Cost 
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25.E% 
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:O.CC% 

5.00% 
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Exhibit IV-1255 
Net Operating Income 1995 - 1998 

I Sep95 I Dec-95 I Mar-96 1 Jun-96 I &p96 1 k-96 I Mar-97 1 Jun-97 ' Sep97 I Dec-97 I Mar-98 1 Jun-98 Sep98 j -98 
\+NOI185151 173392 163887 160959 164222 175011 l8058i 182688 921CZ 19893 !97196 ~10736811180541121636j 
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Focused Review of the Price Regulation Plan 
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Exhibit IV-1356 
Rate of Return on Shareholder's Common Equity 

I 35.00% 

30.00% - 

l:::l 

0.00% 

, _ _ -  ! --. ! - ~~ 

! 9 5 ! 9 5 : 9 6 i 9 6 / - 9 6 / 9 6  j 9 7  j 9 7  1 9 7  197 i 9 8  / 9 8  ( 9 8  1 9 8  I 
i+Rm on SR( a m m o n  Equity i 19 17 16.62 1 14.65 14.17 i 15.15 i 17.87 ! 19.27 i 19.89 22.30 124.17 124.13 i 26.97 129.92 130.90 ; 

Change in Access Lines 

As described earlier, revenues are increasing with increased access lines. Access line 
subscribership, by technology, are increasing in almost every category, as shown in Exhibzf 
IV-14. When viewed by technologcal category, only a couple of decreases are noted since 
1995. From 1997 to 1998, Analog Centrex Extensions increased 63.64%, similar to the 
previous year increase of 626%. The next largest increase was in the Main Digtal Access 
Lines of 41.41%, down si,Mcantly compared to the previous year increase of 71.12%. The 
third largest increase is noted in the ISDN category of 40.94%, down from the previous year 
increase of 77.43%. From the end of the year 1998 to April 1999, Analog Centrex Extensions 
is flat, increasing 0.44%, while Main Digital'Access Lines have increased 10.59% and ISDN 
have increased 15.56%. Digital DS1 access lines were flat 1996 to 1997 and flat from end of 
the year 1998 to end of April 1999, while Main Digital Access Lines continues to grow at a 
decreasing rate. The largest number of lines by far is st i l l  the Main Analog Access Lines, 
totaling 1.1 million at the end of April 1999, as shown in Exhibit IV-IS. 

rn B ge consulting, Inc. 
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Exhibit IV-149 
Percentage Growth in Access Lines Listed by Technology 

180.Wh 

1&3.00% 

140.00% 

120.00% 

100.00% 

80.00% 

60.00% 

40.00% 

20.00% 

0.00% 

-2O.W% 

-4O.OU?h I 
97 v 96 I 98v97 : Apr99vDec98 

I I 0.00% 
! 

0.00% 
9 6 V 9 5  

:+:: of Central Office Switches 0.00% 0.00% 
i*lSDN 16Wsec D channels (14) j ‘156.57% 77.43% 1 40.94% i 1 5 . ~ ~ ~  

2.24% ;+Main Analog Access Lines 4 id?.? or EQUiV i 3.40% i 2.73% 3.40% 
/+Digital O S 1  Access Lines To PBXS 8 10.96% i 0.07% -8.45% I 1.31% 

/*Main Digttal Access Lines 64 Ws or EQUW i 145.68% 71.12% ! 41.41% I 10.59% I 
I 
I 

I I 
i , I centrex I I I 

-~nalog PBX and Cemex Access Trunks I 11 64% I 13 11% 6 09% 2 23% 

I + ~ l o g  Centrex Extensions -23 33% , 6260% I 6364% 1 0 44% 

BellSouth - Kentucky access line growth appears reasonable. The trends m access lines, by 
technology, are more reflective of what is occurring throughout the telecommunications 
environment than of any bends specific to Kentucky. The Central Office switches and 
analog access line growth is reflective of the demands of the underlying basic public 
switched network (as mentioned in the access line competition discussion in other chapter). 
ISDN line growth (both Basic Rate ISDN and Primary rate ISDN) has moderated as a result 
of competition and the availability of competing service offerings. For example, ADSL lines 
sold by BellSouth to ISPs are competing against ISDN for high-speed data connections. h 
another example, PBX and Centrex compete directly, as well as receiving competition from 
Intranet IP. The exact effect of cannibalization is difficult to differentiate from loses to 
competitors. Changes are only measurable if the customer switches services within 
BellSouth. 
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Exhibit N-152 
Number of Access Lines 

e 

rr" of Central Office Switches 
ISDN 16kb/Sec D channels (/4) 
Main Digital Access Lines 64 kb/s or 

Year-End/Period End 
1996 1997 1998 ApI-99 1995 

183 183 183 183 183 
601 1,542 -I ' 736 3,856 4,456 
475 1,167 1,997 2,824 3,123 

(Equivalent I I I I I I 
991,6361 1,026,1491 1,054,131 I 1,089,9721 1,1143901 [Main Analog Access knes  4 khz or - 

Equivalent 

Analog PBX and Centrex Access Tmnks 
Analog Centrex Extensions 

Digital DS1 Access Lines To PBXs & Centrex 70,111 77,793 n,tw 71,272 7 2 , m  
29,132 32,523 36,787 39,027 39,897 
11,429 8,763 14,249 23,317 23,420 

Capital Investment Growth 

BellSouth Telecommunications capital investment in Kentucky has remained around 5% of 
total BeSouth Telecommunications capital investment for the last several years, as shown 
in Exhibit IV-16.59 This was reiterated through the interview process by the CFO, Senior 
Director Regulatory Accounting, and State President - Kentucky.60 Even though total 
dollars expended may vary up and down for BellSouth Telecommunications in total, 
BellSouth Telecommunications - Kentucky's piece of that has remained very steady for the 
last eight years. Since 1994, BellSouth Telecommunications - Kentucky expenditures as a 
percent of total BeSouth Telecommunications expenditures has not varied more than 
2/lOths of a percent (varies between 5.2% - 5.4%). In other words, in the years of PRP 
regulation, Kentucky's percent of total BST Capital Expenditures is more stable then it has 
been in recent years. Exhibit IV-17 focuses on Kentucky's percent of total BST Capital 
Expenditures. Previous to 1994, expendtures increased and decreased year-to-year to a 
much greater extent Since 1995, however, the trend has been increasing capital 
expenditures with 1995 over 1994 being the slightest percent increase (0.20%) in capital 
expenditures year-to-year, and 1996 over 1995 being the largest (10.90%).61 
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Exhibit IV-1662 
Capital Expenditures 

(5 in OOO's) 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit IV-1763 
Percent of Total BellSouth Telecommunications Capital Expenditures in Kentucky 
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BellSouth Kentucky's new investment is estimated by reducing total BellSouth 
Telecommunications - Kentucky total capital investment by replacement capital, as shown 
in Exhibit IV-IS. Kentucky's new investment decreased from 1994 to 1995 by approximately 
$8 million or 6.9%. lhis corresponds to the small increase during the same time period in 
total Kentucky capital expenditures (0.20%, in Exhibit IV-17). Investment expenditures 
increased for the next several years. 1996 over 1995 increased almost $19 million (17.45%), 
1997 over 1996 increased almost $11 million (8.36%), and 1998 new investment expenditures 
increased just over $2 million (1.64%). Kentucky's new capital investment levels are 
depicted in Exhibit IV-19 from 1994-1998.64 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit W-186 
BellSouth Kentucky New Investment 

($ in 000's) 

. 

a 
+ 

gc consulting, Inc. 
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Exhibit N-1967 
Kentucky New Capital Investment (S in 000's) 

160.000 
1 

Access lines and new investment for Kentucky is trending up 1995 through 1998, as shown 
in the table in Exhibit IV-20. From 1997 to 1998, new investment to access lines decreased 
resulling from a lower increase in new investment (1.64%) and a moderate increase in access 
lines (6.66%). From 1995 to 1998, new investment to access lines increased from $93.05 to 
$102.75, an increase of 10.42 % over four years.68 
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New Investment - estimated (SoOCus) 

Access Lines in Service (Switched & 
% change 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

108,110 126,970 137380 139,840 
17.45% 8.36% 1.@% 

1 , 161,875 1,255,189 1,275,934 1 , 360,956 

Exhibit IV-2069 
New Investment as a Percent of Access fines 

Speaal) 
% change 
New Investment per Access Lines (S) 
% chanee 

I I 1995 I 19% I 1997 I 1998 I 

8.03% 1.65% 6.66% 
S93.05 S101.16 S107.83 s102.73 

8.n X 6.59% 4.n % 

1995 1996 1997 
Capital Investment 128,340 142,360 152,230 
Revenues 546,421 551,280 557,772 
Ratio 23.49% 25.82% 27.29% 

1998 
153,530 
580,023 
26.47% 

~~ 

W-F4 Capital Investment has not decreased as a percent of revenues after the PRP was 
approved. 

Capital Investment as a percent of revenues is relatively flat between 1995 and 1998, 
fluctuating between 23% and 27% for the years after the PRP, as shown in Exhibit IV-21. 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit W-2170 
Capital Investment as a Percent of Revenues 

($ in 000's) 

IV-F5 There is no comparison between the PRP and increased or decreased capital 
expenditures in BellSouth Telecommunications - Kentuckv. 

Reviewing the previous analysis and charts, capital investment does not seem to be 
negatively effected by the PRP. Exhibits IV-14 through IV-21 show steady increases in access 
Lines, capital investment, and new capital investment Exhibit IV-21 shows relatively little 
change in capital investment as a percent of revenues. These areas have not been affected 
with the introduction or continuation of PRP regulation. Vantage Consulting Inc. found no 
evidence of any systematic decreases in capital investment as a result of the PRP. Access 
lines are up 17% from 1995. Capital investment in Kentucky, as a percent of BellSouth 
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Telecommunications capital investment, has been very steady since 1995, with variances of 
only 2/lOths of a percent Both total Capital investment and new Capital investment in 
Kentucky have increased from 199S.n 

BeSouth Telecommunications has stated that they propose "to invest sufficient network 
dollars over the next several years to provide for the necessary infrastructure to 
accommodate continuing excellent customer service and future technological 
communications innovation." They continue "The marketplace and customer's demands 
for services dictate how capital should be deployed, not the regulatory plan under which 
South Central Bell operates." This sentiment was restated throughout the interview process 
with financial personnel at BellSouth headquarters."- 

The BellSouth CFO notes that all BellSouth states are price regulated. If a state was 
re,gulated using Rate of Return (ROR), this would possibly effect BellSouth's current 
decision-makmg process, which is regulatory plan neutral. As it is, the Re,gulatory Price 
Plans in each state are similar enough that this factor is not considered for company-wide 
policy and decision malung.n 

Capital Investment Decision Process 

IV-F6 The capital investment decision process has not chan3ed relative to the PRP. 

The BellSouth CFO describes the capital investment planning process as a load driven 
model, used to determine the total capital investment pool for Bellsouth 
Telecommunications. That capital pool is then divided between states with inputs from the 
COU (Customer Operations Unit).74 The inputs to the automated capital planning process 
were reviewed, noting no reference to the pricing factors contained within the PRP or the 
PRP at all. Specifically, the capital planning process divides expenditures into two 
categories: "Load" and "Plan". Load capital is dictated by customer demand for new access 
lines. Plan capital is driven by customer demand for new communications services and 
applications and by the need for improvements in the network infrastructure." 

As previously stated, accordrng to the CFO, all BellSouth states have price regulation plans. 
Therefore, capital investment decisions do not need to take a regulatory plan into account in 
order to allocate investment dollars. As all states have similar regulatory plans, there is no 
differentiation on which to allocate monies.76 

(Also, see capital investment expenditure analyses in Exhibits IV-18 and IV-19 above, noting 
that expenditures are not fluctuating with adoption of the PRP.) 

B. OPERATIONAL PERFORMANCE 

This section will evaluate operation management policies and practices, as well as any 
changes resulting from price cap regulation. Of particular interest is whether a Kentucky 
price cap regulation or other factors is placing Kentucky at a disadvantage in terms of 
capital and technology. We will also examine pricing trends. An inherent and underlying 
basis for any operating or pricing decision is the direction BellSouth is going overall. 
Vantage discusses this direction as a lead-in. 
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BELLSOUTH FOCUS AND DIRECTION 

The most significant change in the philosophy of BellSouth management deals with market 
focus. It is impossible to talk with any BellSouth manager or executive without coming 
away with the clear understanding that data is the overwhelming driver of BellSouth's 
telecommunications future. Indeed, it is the driver of the entire telecommunications 
industry, not just BellSouth and not just within Kentucky. 

The importance of this fundamental shift in BellSouth revenue and focus cannot be 
overemphasized. The shift reflects a fundamental change not only in BellSouth operations, 
but in the industry as a whole. 

OPERATIONS 

All regional phone companies now operate in modes, which are sometimes oblivious to 
state boundaries. This is for efficiencies in team sizes, and in some cases, to congregate 
technical talent and/or facilities. This is organizationally efficient, but it can also be 
confusing to those unfamiliar with the organization. In the following section, we describe 
which operation centers provide service to Kentucky customers. 

CONSUMER 

Operator Service and Directory Assistance 

BellSouth has eight Directory Assistance (DA) call centers. Three of these call centers take 
calls from Kentucky and Tennessee, four take calls from anywhere in the US. and one, in 
Owensboro Kentucky, takes calls ori,@nating outside Kentucky. (The Owensboro call center 
will eventually take calls from all parts of the US.) The locations, staffing, and areas served 
by the call centers are shown below in Exhibit IV-22. 

0 

gc consulting, hc. E 
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Employees 
Location Handling Calls 

MemDhis. TN 210 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

States Served 
TN/KY 

Exhibit IV-22 
Directory Assistance Centers 

Dickson, TN 
Nashville, TN 
Tackson; Ms 

114 TN/KY 
191 TN/KY 
141 All U.S. 

~ 

102 I All US. I 
61 I All US. 1 

Paducah, KY I 
Greenville. MS 

~~ 

The Memphis, Dickson and Nashville centers answer 411 calls from Kentucky customers. 
The Jackson, Paducah, Greenville, and shreveport offices answer 1+411 calls from all areas 
including Kentucky. 

The Nashville and Jackson centers are 24-hour, 7-day per week operations. The other 
centers operate 7 days per week with various hourly schedules. BellSouth DA Call centers 
provide a good illustration, not only of modem call center "teams", but also provide a 
glimpse into the opportunities afforded communities by the modem telecommunications 
network. More specifically, call centers are large "virtual" teams, in which the location of the 
people answering the phones becomes just one of many variables in location decisions. 
Smaller communities with an adequate telecommunications infrastructure can not only 
compete for call center locations with larger communities, but are often more attractive. 

Operator Services 

BellSouth has three operator services centers, as shown in Exlzi'bit IV-23 below: 

B.ge consulting, Inc. 
D 
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Location Employees Handling Calls 
Jackson, MS 100 
Huntsville, AL 46 
Knoxville. TN 66 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentuchc 

States Served 
AL/LA/MS/TN/KY 
AL/LA/MS/TN/KY 
AL/LA/MS/TN/KY 

Location 
Louisville, KY 
Columbia, TN 

Both the Jackson, Mississippi and Knoxville, Tennessee centers are 24-hour/7-day per week 
operations. Huntsville operates from 700 a.rn.-ll:OO p.m. 7 days per week. 

Employees Handling calls States Served 
91 Kentucky/Tennessee 
36 Kentuckv/Tennessee 

Sales Centers 

Chattanooga, TN 

Sales centers handle many of the functions that used to be referred to as the Business Office. 
(BellSouth operates Service centers, that handle other functions of the former Business 
Office). The sales functions for Kentucky consumers are handled totally with the 
Kentucky/Tennessee organization, as opposed to region-wide teams, which can be seen 
below in Exhibit IV-24. 

30 Kentucky/Tennessee 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Tackson. TN 1 57 

Exhibit rV-24 
Sales Centers for Kentucky Consumer Customers 

Kentuckv/Tennessee 

All of the consumer sales offices operate from 6 a.m until midnight Calls are not 
differentiated between centers by state or other feature. 

Service Centers 

Service Centers taking Kentucky customer calls are operated on a Kentucky/Tennessee 
team basis in that calls from any BellSouth customer in either state may be answered in any 
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Location 
Louisville. KY 

of the call centers. Tlus is shown in Exlzibif IV-25, below. All of the call centers operate from 
6 a.m.-Midnight, Monday through Saturday. 

Employees Handling Calls States Served 
93 Kentuckv/Tennessee 

Focused Review of the Price Regulation Plan 
BeUSouth Telecommunications, Inc. - Kentucky 

Paducah, KY 
Chattanooga, TN 
Memph,  TN 
Nashville, TN 

Exhibit IV-25 
Service Centers for Kentucky Consumer Customers 

~~ 

101 Kentucky/Tennessee 
108 Kentucky/Tennessee 
103 Kentucky/Tennessee 
196 Kentucky/Tennessee 

Louisville 
Memphis 

38 Kentucky/Tennessee 
15 Kentucky/Tennessee 

Repair 

Location Stafl3Rg 

Repair calls for Kentucky customers are taken during normal and extended business hours 
by a call center in Louisville with a staffing of 129. This center takes calls for Monday- 
Sunday from 7 a.m. until Midnight A call center in Shreveport, LA takes overflow calls 
from the Louisville center and also from a repair call center in Birmingham. 

- -  

States Served 

Collections 

BellSouth has three collections centers, which serve Kentucky customers. These centers and 
their staffing are as follows, as shown in Exhibit IV-26, below. 

Focused Review of the ]Price Regulation Plan 
BellSouth Telecommunications, lnc. - Kentucky 

Exhibit IV-26 
Collections Centers 

The collections offices operate Monday through Saturday 6 a.m-Midnight (Early and late 
hours are for inbound only.) The outbound function is for direct proactive collection efforts. 
Inbound is for billing inquq, treatment, and return of collection calls. 
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ISSC/BellSouth Solutions 

The new Integated Sales and Service Center (ISSC), which is meant to sell and service 
integrated, bundled BellSouth products and services is located in Jacksonville, Florida. 
Current hours of operations are 9 a.m.-12 pm., Monday through Friday. There are only 
four reps actually taking calls as of the end of Au,aust 1999. There are another 121 
employees at the center undergoing training. 

Alternate Channel Support Center-Regional 

This center provides support for questions sent by e-mail. The center is located in New 
Orleans and operates Monday-Friday and every other Saturday from 8 a.m.-6 p.m The 
center has seven reps and one Assistant Manager. 

Paging Support Group-Regional 

The Pa,ging Support Group is located in Rome, Georgia. The center is staffed with 35 reps 
and hours of operation are 7 a.m-6 p.m. and every other Saturday from 6 a.m.-Midnight 

Small Business Operations 

There are three primary functions support in,^ small business operations (on a standalone 
basis). These are: 

Sales and Service 
Collections 
Repair. 

The locations, staffing, hours, and service area of the centers providing these functions are 
shown in Exhibit IV-27 below. 
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Functions 
Small Business Sales 
and Service 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Staffing Levels 
Locations C T O t a  Hours h a s  Served 

Louisville, KY 108 8:OMOo pm. KY, TN 
Knoxville, TN M-F 

Exhibit N-2777 
Kentucky Small Business Support Centers 

Small Business 
Memphis, TN 
Huntsville, AL 94 I 8:OO-500 pm. AL, FL, KY, LA, 

Collection Center 
Small Business 
Repair Centers 

M-F Ms, 7-N 
Louisville, KY 225 24 hours All Bellsouth 
Birmingham, AL 7 days/week states. 
Columbia, SC 
Sunrise, FL 

BellSouth Business (BB) Centers 

EkllSouth Business focuses on larger business customers who are in need of special services 
and support. BellSouth Business operates with more centralized support centers. Exhibit 
IV-28, below, summarizes the primary centers. 
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a 

Department 
Premise/Major Account 
Center" 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Location 
Louisville, KY 

Exhibit N-28 
BellSouth Business Centers 

Mid-Market Tier 3 
Vendor Service Center 

Birmingham, AL 8:OO-5:30 CST 
Knoxville. TN 8:30-5:00 CST 

Hours of ODeration' I 
8:30-500 EST 

- _- 

Mid-Market Tiers 1 & 2 I Nashville,TN I 8:00-4:30CST 1 

TN/KY Business Repair 

BSAC" 

Nashde ,  TN 

Each Customer has an 800 
number 

8:OO-5:00 p.m (Calls not 
answered in 2 seconds 
overflow to one of 27 
positions in 3 BRG.) After 
hours, calls also roll to these 
BRCs. 

Atlanta 
I 

Monday-Friday unless noted 
* 

m 
Indudes support to the Kentucky Information Highway. 
Supports Netsource Customers, 3 IXCs and three MACs. 

The Account-Executives-Mid Market are supported by the Nashville Center (see above Mid- 
Market Center). The Account Executives-Premise are located in Louisville (one is also 
located in Danville). 

Capital Construction 

One area of critical concern in our review was the impact that the Kentucky PRP may have 
had on capital expenditures withjn BellSouth. One inevitable outcome of competition is that 
dollars must flow to those areas with the highest potential return. The return includes the 
normal business opportunities, but regulation also influences return and capital 
deployment Vantage undertook to determine if the PRP had any definable negative impact 
on capital deployment in the state. (T lu  is reviewed in more detail in Section 1V.C.) 

Over the nhe-year period 1990-1999, the percentage of BellSouth capital invested in 
Kentucky remained consistently around 5%, as shown below in Exhibit IV-29.78 
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Exhibit IV-2979 
Kentucky Percent of BellSouth Capital 

i 1990 1991 1992 1993 1994 1995 1996 1997 1998 
I 

While it may seem odd that the percent of capital has remained fairly constant during a t ime 
of rapid technologxal change, the factors underlymg the numbers are logcal. First, the 
number is a percentage of total BellSouth capital. The Kentucky percentage has remained 
fairly constant, which can be viewed as an indicator that the PW has not driven capital 
away from Kentucky on a relative basis. Kentucky has approximately 5% of BellSouth 
access lines and it gets approximately 5% of capital investment. The second factor is the 
extent to which the PSTN still dominates s p e n h g  and resources. For all of the press (and 
real actions) associated with new technology and with a packet switched network, there is 
stiu a huge investment in the existing public switched network that must be maintained. 
The existing PSTN also provided the pipeline for many of the new products and services 
that have been deployed. For example, Internet traffic still travels over basic voice grade 
h e s ,  or in some cases ADSL lines for residential users. This points to both an advantage 
and a disadvantage to BellSouth and other CLEG on a going-forward basis. The advantage 
is that BellSouth does indeed have ownership of the critical and very expensive "last mile" of 
facilities over the PSTN. The disadvantage is that Bellsouth must now, and in the future, 
continue to fund maintenance, upgrades, and new construction on these facilities, even as 
the facilities are being used by competitors. More importantly, this maintenance and 
upkeep must be done while BellSouth funds investment in packet-switching technology. 
Packet switched technolog is necessary for data services which are expected to make up 
the preponderance of future growth in telecommunications. It is the technology and 
architecture of the future. 

The actual amount of capital has risen over & same period from $130.92 million in 1990 to 
$153.5 million in 1998. 

All BellSouth states operate under price cap regulation plans. For this reason, it is 
exceedingly difficult, if  not impossible, to make comparisons between BellSouth states, in an 
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effort to identdy differences attributable to the PRP. Based upon numerous interviews, 
Vantage did conclude that had Kentucky not entered into a PRP, BST-ICY would most 
certainly have been at a disadvantage in terms of discretionary capital allocation from the 
corporate level. Again, the actual amount of the capital difference cannot be determined 
because the issue is moot However, Vantage can state with a hgh  degree of certainty that 
the PRP did not in any way reduce capital coming into the state for maintenance and repair. 

PRICING OF SERVICES 

Regulated Services 

Prices for single line business service in Kentucky is the second lowest in the BellSouth 
system at $31.89. Exhibit IV-30, below, shows the distribution of rates across the BellSouth 
service temt0ry.m As shown, the rates range from a low of $27.65 in Florida to a high of 
S2.29 in South Carolina. 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit N - 3 0 8 1  
BellSouth 1FB Rates 

I BellSouth 1FB Rates 

Nine BellSouth States 

The rates shown are averages. There is a significant difference between the lowest and 
highest rates in the nine-state service territory, as shown below in Exhibit IV-31. 
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AL 
Difference 2.65 

Focused Review of the Price Regulation Plan 
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h'Y LA NC FL sc TN MS GA 
3.80 4.32 7.08 9.30 10.20 12.65 14.04 24.50 

Exhibit W-3182 
Difference Between Highest and Lowest 1FB Rates within each State 

Rates for a single line residential customer in Kentucky are the fifth lowest in the nine-state 
BeSouth service temtory, as shown below in Exhibit IV-32. 

Focused Review of the Price Regulation Plan 
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Exhibit IV-3283 
BellSouth 1FR Rates 

BellSouth IFR Rates 

$20.00 

$1 5.00 

$1 0.00 

$5.00 
I 
1 

All BellSouth States I 

In looking at 1FR rates for comparative purposes, it is important to recognize that there can 
be considerable variation in the rates within the states. The following, Exhibit IV-33, shows 
the difference between the highest and lowest 1FR rate in each BellSouth State. 
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Difference 
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AL n GA KY LA MS NC sc TN 
1.7 3.35 4.95 5.38 1.67 4.22 2.57 2.7 4.60 

Exhibit N-33SQ 
Difference Between Highest and Lowest 1FR Rates within each State 

State BST 

CLEC Costs and Margins 

Georgia 

One measure of the incentive for competitive market entry is the available “margm” in the 
marketplace. While the numbers for competitors are proprietary, a surrogate number can 
be calculated by taking the CLEC cost and comparing that to the BST revenue. For purposes 
of the surrogate, CLEC costs include loop, port, usage, SG&A, and 20% gross margin. The 
BST rate used includes the 1FB charge hunting, access charges and the subscriber line 
charge. This is shown in Exhibit IV-34, below. 

87.34 I 30.90 I $ 21.67 
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Kentucky 
Louisiana 

Exhibit IV-34 
BST Revenue and CLEC Costs 

52.18 36.60 $ 15.58 
58.17 35.68 $ 2249 

Mississippi 
North Carolina 

62.43 I 35.23 I $ 27.20-1 
53.27 I 47.74 I s 5.53 I 

I Alabama I 
1 Florida 

83.65 39.70 !§ 43.95 
69.35 36.46 $ 3289 

South Carolina 
Tennessee 

~ 

71.27 41.90 $ 29.37 
87-65 33.84 $ 53.81 

C. SERVICE QUALITY 

DESCRIPTION 

In this task, Vantage will review BST’s compliance with both Commission service related 
regulations and BST’s own internal service goals (by exchange or groups of exchanges). 
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BellSouth is required to report a number of service metrics as part o the PRP. For L e  most 
part, these are the same type of measures used by regulators in other states. These measures 

Percent of requests for regular service fulfilled within five (5) working days 
unless applicant specifically requests a later date. 

Percent of requests for regrades within thuty (30) days unless applicant 
specifically requests a later date. 

Percent of telephone calls receiving dial tone within three (3) seconds, including 
busy season-busy hour. 

Percent of telephone calls experiencing blockage due to an equipment or all 
trunks busy condition within the local dialing area. (Including busy season-busy 
hour.) 

Percent of telephone calls offered to toll connecting or interexchange tnrnks 
encountering an all trucks busy signal. 

Average speed of answer for operator assisted calls and calls requiring operator 
number identification. 

Average Speed of answering time for calls to repair service. 

Percent out-of-service troubles cleared within 24-hours unless the customer 
requests at a later date. 

Average rate of customer trouble reports per 100 access lines. 

BellSouth performance under each of these standards is discussed in the Findin, 0s sections. 
To summarize the results, BellSouth performance has not declined under the PRP, as 
measured by these standards. 

IV-F7 BellSouth service has not declined under the PRP. 

One of the primary concerns under non-traditional reodation is that service quality may 
dedine. The thinking is that with no guarantee of a return on investment, companies will 
not have the incentive to invest in the necessary plant and equipment There is no evidence 
that this has occurred with BellSouth in Kentucky. In addition to the traditional measures of 
service, there are more subjective indications that BellSouth has retained a high level of 
service. The 1999 J.D. Power and Associates survey of service satisfaction ranked BellSouth 
at the top of telephone providers for the fourth straight year. Exhibit IV-35, below shows the 
results .of this survey. 

* 
gc consulting, lnc. B 
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PacBell 
Bell Atlantic 
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104 

Exhibit N-35 
J.D. Power and Associates Service Satisfaction Survey 

Frontier 

I ComDanv I Score 1 

96 

GTE 
SBC 

94 
94 

us west 
SDrint 

92 
91 

As shown, BellSouth (and SNET) were not only the leaders in service quality satisfaction, 
but were far ahead of the pack The survey was based on 12,185 households nationwide, 
and for the first time included cable companies offering local telephone service. We also 
point out that Kentucky is fortunate to have two of the top three companies providing local 
service to the customers of the state. 

Vantage can state definitively that the service has not declined based on solid evidence. We 
can offer up our ideas to the Commission as to why this is the case. BellSouth eets i t  
Vantage is fortunate to have worked not only in telecommunications but also gas and 
electric industries where deregulation is ongoing. Even in the gas and electric industries 
where competition has been introduced, there are companies whose management and 
employees simply do not grasp the enormous implications of competition. BellSouth 
obviously does. Almost all interviews (if not all) conducted with BellSouth employees 
involved some statement of awareness and concern about competition. Although there is 
no way to q u a n q  the results of this focus, there is no question that BeUSouth management 
and employees understand the importance of customer satisfaction and accept that 
customers will have a choice in the future. 

IV-€8 Certain of the service measures reauired to be reported under the PRP are arcane 
and should be removed or modified. 

@ Many of the customer service measures used in Kentucky (and other states) were developed 
for a technologmd era that no longer exists. It was an  era of mechanical switching, 
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unsophisticated call centers, 2 - p a 5  hnes, and POTS. Obviously, the technical and 
competitive situation has changed dramatically. The following addresses the individual 
measures now required under the PRP, which is addressed in a separate h g .  The 
exception is the out-of-service cleared within 24hours, which is addressed in a separate 
fmding. For each of these service standards, Vantage has made a recommendation, as 
shown below in Exhibit IV-36 to keep, m o d e ,  or eliminate the metric. 
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Exhibit IV-36 
Service Measure Changes 

Service 
Measure 

Standard 90%. 

Vantage 
Evaluation 

Value going 
forward 

Percent of requests for regular service fulfilled within five (5) working 
days unless applicant specifically requests a later date. 

BellSouth has not missed this measure since December, 1990. BellSouth 
levels have been between 94% and 99%. 

High. While BellSouth has consistently met this standard, it continues to 
have value. The change in the telecommunications environment has not 
altered the need for customers to receive new service in a timely fashion. 

Service 
Measure 

Standard 90%. 

Vantage 
Evaluation 

Percent of requests for regrades within thirty (30) days unless 
applicant specifically requests a later date. 

BellSouth has improved markedly in the measure. The standard has 
been missed four times since 1994 and after having been missed 36 times 
during 1990-1993. 

Minimal. There are no longer any applicants for a re-grade in Kentucky 
for which the measure should apply. Party line service was obsolete on 
July 10,1993. The only regrades remaining are actually initiated by 
BellSouth to eliminate the 77 remaining BellSouth party lines. 

Value going 
forward 

Service 
Measure (Including busy season-busy hour.) 

Percent of telephone calls receiving dial tone within three (3) seconds. 
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Standard 

Vantaze 
Evaluation 

Value going 
forward 

95%. 

BellSouth has not missed this objective even once since 1990. The lowest 
monthly performance over that period was 99.5%. 

None. This measure is a carry-over from the days of step and cross bar 
switching and no longer has any relevance.. 

Service 
Measure 

Standard 

Percent of telephone calls experiencing blockage due to an equipment 
or all trunks busy condition within the local dialing area. (Including 
busy season-busy hour.) 

KO more than 5 % - 

11.3%. 

Vantage 
Evaluation 

BellSouth has met this standard every month since 1990. Only one month 
exceeded 0.7% over that period and in that month the measure was only 

Value going 
forward 

None. Improvements in plant and the greatly increased trunk capacity 
provided by fiber has virtually eliminated this problem even with the 
enormous increase in Internet traffic. 

Service 
Measure 

Percent of telephone calls offered to toll connecting or interexchange 
trunks encountering an a l l  trucks busy signaL 

I I Standard 1 Not greater than 8 seconds. 

Standard 

D 

gc Consulting, hc. 

No more than 3%. 

Vantage 
Evaluation 

Value going 
forward 

BellSouth has not missed this objective since the be,oizming of 1990. 
BellSouth has exceeded 2% on only two occasions since that time, June 
1993 (2.6%) and December 1993 (2.55%). 

None. The standard has been exceeded every month for nearly ten years. 
In addition, the interexchange carriers will immediately take BellSouth to 
task if this measure is not being met to their satisfaction. 

Service 
Measure 

Average speed of answer for operator assisted calls and calls requiring 
operator number identification. 



104 

Standard 

Vantage 
Evaluation 

Vantage 
Evaluation 

85%. 

See Finding IV-F-9. 

Value going 
forward 

service 
Measure 

Standard 

Vantage 
Evaluation 

Value going 
forward 

BellSouth has not missed this standard since the b e p i n g  of 1990. 
BellSouth only exceeded 7 seconds on 7 occasions during this period. 
BellSouth argues that Operator Services are now competitive and should 
not be regulated on this service measure. 

Minimal. Tlus measure and its application have several problems. One 
as noted by Besouth, operator services are competitive. Not only does 
this draw into question the appropriateness of measuring BellSauth, but 
in the interest of promoting a level playing field, all competitors would 
be required to submit to the same regulation. However, t h ~ ~  is neither 
desirable nor in keeping with the movement away from regulation. 
Second, Kentucky and other states require that this measure be reported 
on a monthly basis. Yet, call center volumes and the resulting answer 
times vary widely even in a somewhat predictable environment like 
Operator Services. This means the picture gwen by the measure is not 
particularly revealing. Lastly, there is little, if any, evidence that 8 
seconds is significant to the customer any more than 7 seconds or 10 
seconds or some other reasonable number. 

- ~~ ~ 

Average Speed of answeMg time for calls to repair service. 

20 seconds or less. 

The methodology for reporting tlus measure was changed in 1998. This 
change was with Commission approval. BellSouth has not exceeded 2.6 
seconds since this time. 

High. The m o a e d  measure is still relatively new and additional time is 
required for BellSouth to demonstrate that they will consistently 
outperform this standard. If BellSouth does continue to outperform the 
standard, they should petition the Commission for elimination of the 
standard or at least reporting modifications. This measure should also be 
retained for this time due to the importance of the trouble repair process 
to the customer and the Commission. 

Service 
Measure 

Percent out-of-senrice troubles cleared within 24-hours unless the 
customer requests at a later date. 

D 
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Value going 
forward 

Standard 

Vantage 
Evaluation 

Value going 
forward 

Service 
Measure 

8 or less. 

BellSouth has not missed this standard since 1990. The measure has only 
exceeded four on three occasions during this period. 

None. This measure is also a hold over from an older technology era. 
The modem phone network could not even function with plant and 
facilities of such a poor nature to allow 8 trouble reports per 100 access 

Average rate of customer trouble reports per 100 access lines. 

I lines* 

IV-F9 Out of Service cleared within &hours mav be producinr inefficiencies in work 
completion, while adding little to customer satisfaction. 

Vantage separated this service standard for report purposes because the issues surrounding 
the measure are different than those previously discussed. Time Out of Senrice remains an 
important measure. Arguably, it is even more important, today, given the additional 
disruption that may be caused by the loss of not only voice, but also data, fax, and security 
links. 

BellSouth has argued that the service standard measuring Out of Service cleared within 2 4  
hours is producing inefficiencies in work scheduling. The ar,pment is that work orders, 
which would logically be completed by an I&R technician, are often bypassed in order to 
maintain the service standard of completions within 24hours. For example, trouble reports 
called in at the end of a workday (a common situation with working families) must be 
scheduled the next work day in order to meet the 24hour standard. BeSouth has further 
argued that the incremental time required to repair an out of service trouble report does not 
materially effect customer satisfaction. 

BellSouth has rarely missed this service objective. Exhibit IV-37, below, shows the number 
of months that the Company has missed this standard since 1990. 
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Year 
1990 
1991 
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Number of times missed 
0 
0 

Exhibit A7-37a5 
Out of Service Standard 

1992 
1993 

I Number of Months the existing standard has I been missed 

0 
2 

1995 
1996 

2 
2 

1997 
1998 

4 
3 

Vantage does not believe that Bellsouth wants this measure altered in order to make a 
difficult objective merely go away. Changing this standard to 36 hours would alleviate 
much of BellSouth's concern over work management 

IV-EZO Senrice standards for "wholesale" services are handled throuzh - interconnection 
and other partv-to-paw agreements. 

Wholesale service standards are negotiated between the parties, primarily though 
interconnection agreements. Disputes are handled through operating goups. Although the 
players and technologies have changed, the method of operation has been in place for years. 
RBOCs have been working with I X G  and CAPS for a number of years and resolving service 
standards issues among themselves. Anecdotally, none of the CLECs contacted by Vantage 
was willing to make any comments regarding the PRP or service standards.% 

Beyond the interconnection agreements, approval of Section 271 of TA% also looms in the 
background in terms of service standards. More specifically, the OSS section which may 
include service standards at a wholesale level and standards for the customers of the CLEC 
being resold services. It cannot be said with certainty how the CLECs will respond, in terms 
of service standard requirements, following 271 approval. However, Vantage team 
members' experience in arbitration cases suggests that CLECs will request service levels 
equal to what the ILEC gwes itself. As we have described elsewhere in the report, BellSouth 
has organized its network group, such that it can  provide nondiscriminatory services to 
customers both internal and external. 
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IV-Rf The Out of SeMce xw& service standard should be chanpred from 24 to 36 
hours (Retir to Finding IV-FS.) 

Vantage concludes that Bellsouth should be given the opportunity to prove performance 
and customer satisfaction under a %hour secyice standard Out of senrice cleared within 
36 hours brings the measure m line with BellSouth internal metfiQ The 244tour repair 
service response timeis standard and has been the standard m many states for yeas 
However, there is no evidence that Vantage is aware of that supports 24hou.r~ as being an 
optimal time period for service repair from either a customer or work management 
standpoint 

In making this recommendatim Vantage presumes that BeEouth will continue to uphold 
its civic duty and give thosemsbmexs who rely onphoneserwkz for critical task the 
highest possible priority for service testoration, qmiless of Weservicestandmi impased 

apply to the %our standard. 

IV-Rz service standards should be revised to include d y  tbse measures w g  
valuable data m todav's envimnment (Rejkr to FMng W-F7.) 

The following table8 Exhibit ZV-38, shows the recommendations for each of the individual 
service standards currently appM under the PRP. 

0 
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calls requiring operator number identification.- 

service. 
Average speed of answering time for calls to repair 

Average rate of cUst0m;er trouble reporis per 100 iacoest 

Exhiiit Iv-38 
Reammended Service Standards 

Retain 

EIiminate 

u n k s  applicant s@ficaUy 

change trunks enamteringan all trucks busy 

'I 
I . .  . 
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regulation of the one regulated competitor, BellSouth. In some cases, like ISPs, 
additional regulation is not possible, due to federal preemption. 

4) In the new environment, we see the role of the Commission transitioning from 
one of regulating to one of using regulation to protect certain customers, while 
freeing up the market to competition. This will not be an easy task, but it is one 
that must be undertaken. 

5 )  BellSouth has recently added almost 150 craft workers, which will logically lead 
to improved service or at least the ability to maintain service levels in the face of 
!growth. 

IV-R3 The Commission should be prepared to revisit the remaining service standards 
after the industrv has "resettled." (Refer fo Finding ZIZ-F7.) 

As discussed elsewhere in this report, there are forthcoming actions which have enormous 
implications for the industry. These are Section 271 approval, de-averaging, access rate 
reform, and Universal Service. These changes are in addition to the phenomenal 
technological changes that have and continue to take place. The Commission must be 
prepared to react to these changes. 

One change that may be necessary is for the Commission to revisit the service standards 
after the above actions have been settled. Suggestions for possible changes, at that time, 
include further elimination of reporting standards for market segments that have 
competition or a move toward and exception basis reporting on certain standards. 
Unfortunately, market and technological uncertainty make it impossible to spell out a 
defined framework for subsequent reviews. 

D. STRATEGIC PLANNING 

This section Sves a brief overview of the strategic planning process used by BellSouth and 
then, more importantly, talks about the direction and focus of strategic planning and how it 
has changed to meet the demands of today's marketplace. 

CONCEPTUAL FRAMEWORK 

IV-FIZ Strate*c planning: at BellSouth uses a formalized process that drives from hizher 
level goals - and obiectives down to individual plans and actions m delineated 
steps. 

Conceptually, the strategc planning process moves from low levels of detail with relatively 
infrequent changes to frequently changed high detail plans. Although the process itself is 
formalized, there is flexibility throughout to allow for opinions and dissension. Using 
BellSouth terms, this can be illustrated as follows. 

- !B ge consulting, Inc. 



Aspirations 

Corporate Strategy/Ehsiness Unit Strategy 

Organization 

Group Plans and Priorities 

Individual Plans and Priorities 
1 

Less Detail 

More Detail 

The aspirations are company goals and objectives. These eventually work down to the 
individual plans and actions, which defme what people will actually do. 

IV-Fl2 The timinc of the strategic plannine - Process follows an appropriate schedule. 

Vantage reviewed the timing of BeSouth Communications strategc planning process. 
Since the actual dates and steps are considered confidential, they are not included in tne 
report. Arty party needing access to the specifics of the timing can access this information 
through Information Request #149. 

As would be expected, the responsibilities for development and implementation of the 
plans differs by organizational level. From the headquarters to the state, the roles move 
from general to specific and from plans to implementation. The following chart shows the 
major roles of the different organization levels, as shown below in Exhibit IV-39. 
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Exhibit IV-39 
Major Roles in Market Driven Planning 

Headquarters St& 

Kentucky Team 

State President 

Communicate strategy and plans. 
Provide support to Kentucky - Business Units. 
Provide input to Business Unit Plans. 
Develop Operating Agreement. 
Create a clear picture of how employees are expected to 
contribute to goals. 
Manage performance tradeoffs to achieve outcomes. 
Cerhfy the state plan: 

Operating Agreements 
Rational Approach to competition 
Kentucky infrastructure plans 
Employee satisfaction action plans. 

Chair the customer operations team 
Monitor accomplishments and resolve jeopardies. 
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The BellSouth strategic planning process is not a "bottoms up" process, which is sometimes 
held up as the standard for utilities. The state organizations are primarily responsible for 
carrying out the specifics of the strategic plans. 

IV-F13 BellSouth stratecic planning - has adapted to the new telecommunications 
environment. 

The BellSouth strategic planning process is well prepared to face the phenomenal changes 
taking place. BellSouth goes to great efforts to seek out those who are its critics and those 
who can provide alternative visions and opinions. BellSouth has also recruited personnel 
from outside the telecommunications industry to try and acheve greater market focus and 
to infuse new thinking. The dangers to BellSouth come from the market and technology 
change, not from any inadequacies in the strategic planning process. 
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V. ASSESSMENT OF PRP STRUCTURE 

A. TOTAL FACTOR PRODUCTIVlTY 

BACKGROUND 

The KPSC has approved a Price-Regulation Plan (PRP) for BST-KY, which is a performance- 
based rate plan. The PRP provides the Company with some levels of price flexibility for 
those products and services transitioning into competitive markets. Prices are capped by a 
formula that includes cost escalation rates as well as a total factor productivity index as an 
offset to d a t i o n .  This report addresses the effectiveness of the Total Factor Productivity 
Index in the PRP and presents alternative methodologes that might be more appropriate as 
telecommunication markets become more competitive. 

The regulation of those industries considered natural monopolies or public utilities, e.g., 
telephone, electric, gas and water, has undergone significant change during the last twenty 
years. For nearly a century, the rates charged by public utilities were based upon historical 
costs plus the opportunity to earn a fair return on investment This return was derived by 
multiplying the allowed rate of return times the depreciated rate base. Rates could not be 
changed without the approval of that utility’s regulatory authority. Typically, the rate 
application process would take between six months and two years, depending upon 
individual state’s rules and regulations. This time period has often been called - re,datory 
lag. Regulatory lag historically served as a potent productivity incentive, as any increases in 
expenses occurring during the replatory lag period was borne by the utility and its 
investors. 

* 
During the 1970s, however, the OPEC embargo led the United States into a period of 
rapidly rising energy prices and overall hyperinflation. Faced with the prospect that costs 
could escalate at rates up to ten times greater than potential productivity gains, a number of 
utilities faced financial ruin unless significant changes were made in the regulatory process. 
In response, regulatory commissions liberalized the rate process by either permitting 
forecasted rate years and/or instituting automatic rate adjustment mechanism to recover 
costs considered outside of management’s control. 

With the advent of these changes in the rate process, commissions instituted other 
mechanisms to offset the lost productivity incentives associated with regulatory lag. First, 
utilities were required to consider potential productivity gains in their derivation of a 
forecasted test year. While labor productivity was the most common adjustment, total 
factor productivity (TFP) was also employed. Ultunately, the use of TFP was disregarded 
over concerns that the TFP measure failed to: 

Accurately measure the productivity of a specific company; 
Accurately forecast productivity gains based on historical trends; 
Properly measure capital versus labor productivity; and 
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Properly differentiate scale economies from management initiatives. 

Supplementing the imputation of expected productivity gains as an offset to inflation, 
commissions also instituted a management audit process where commission staff and 
contracted management consultants would periodically review the performance of a utility. 
The outcome of such audits could include s p d c  directives, e.g., change or improve a 
specific process, or compute a specific rate adjustment based on the cost of my acts 
identified as imprudent Commissions have imposed ”prudence” adjustments for poor 
system reliability, cost overruns (typically nuclear power plants) and mismanagement. 

Notw~thstanding these changes in the regulation of the public utilities, costs continued to 
rise at a pace above the economy at large. The restructuring of the telecommunications 
industry, followed by natural gas and currently electricity, has witnessed a further shift 
from strict reaplation to greater reliance on competition and other market forces. For those 
markets, not fully transitioned to true competition, utilities have sought greater pricing 
flexibility. Performance based rates have provided these utilities with the ability to alter 
prices with some constraints and to achieve higher returns should the company’s 
performance outpace its own respective industry. Telecommunications companies who 
provide local access are allowed to raise rates for those products and services that fall in the 
quasi-competitive environment at the rate of inflation offset by the projected rate of 
productivity. Typically, the escalation rate is based on the regional economy, while the 
productivity measure is either for the specific company or for the total telecommunications 
industry. 

Total Factor Productivity 

Total Factor Productivity or TFP is an economic term defined as the ratio of percentage 
change in unit of output to the percentage change in unit of input As the GNP or Gross 
National Product is an index of economic growth in the United States as measured by the 
relative change in good and services produced, the TFP is used by economists to measure 
the relative level of productivity for specific industry groups. Since the Great Depression, 
the federal government has consistently practiced a Keynsian approach to control the 
economy by employing a combination of fiscal and monetary policy. The key barometers of 
growth are economic expansion and productivity. Unfettered economic expansion can lead 
to inflation unless productivity gains can offset the impact of rising prices and wage rates. 

The FCC, in response to the Telecommunications Act of 1996, promulgated a proceeding to 
review and m o w  its price cap plan for local exchange caniers in preparation for further 
deregulation and introduction of competition “to further the new pro-competitive, 
deregulatory paradigm.” In its Order 97 - 159, the FCC claimed that the “new price cap 
reflects a more reliable careful ahalysis of the rate of growth of incumbent LEC total factor 
productivity (TFP) and the rate of change of LEC input prices.” 

Conceptually, there are four ways that a firm can improve its productivity.s7 In the short 
run, a firm can, in effect, learn to “do without” Downsizing and right sizin, Q are two 
examples of how fim can reduce input costs while maintaining the same level of output 
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0 For LEG,  workforce reductions have been a key to their efforts to achieve productivity 
gains. 

Over the long run, a second form of productivity can be increased via technological 
advancement, the substitution of capital versus labor (e.g. automation) and improved 
operational practices. 

While reducing the cost and quantity of inputs can improve productivity, the level of output 
can have similar effects. A third level of productivity can be achieved simply by adding 
new customers or increasing sales. Typically, telecommunication companies are capital 
intensive and maintain a s iphcant  level of surplus capacity. For example, because the 
system is designed to meet peak demand conditions, off peak periods offer si,oruficant 
opportunity to expand sales for very little margmal cost. 

Finally, output based productivity gains can be achieved over the long run via economies of 
scale associated with the growth of the overall network and of scope given the capital 
intensive nature of the industry. Either through expanded services or acquisition, the larger 
the company, in terms of customers and sales, the less expensive it can be to add even more 
products and services. 

The historical tracking of Total Factor Productivity measures the relative change in the ratio 
of inputs to ouiputs. As a result, over m e ,  the TFP index measures all four types of 
productivity improvements outlined above. 

In general, the TFP index provides a general measure of a firm or industry's relative level of 
productivity as compared to other industries, or to the same industry over time. While 
historical trends do provide a basis to assess opportunities for future productivity gains, it 
by all means is not a determinant For example, a firm with a high ratio of fixed to variable 
costs and significant excess production capacity, most of the short-term productivity gains 
will be derived from short-term sales growth, which may be a more reliable predictor. 
However, for industries challenged with the need to implement rapidly improving 
technology simultaneous with the introduction of new competitors, the long term input 
productivity gains can be offset by the short- and long-term loss of sales. 

@ 

Finally, the TFP index measures the total productivity of a firm. Differentiating the 
productivity of either a given product line or primary input like labor, can be very drfficult, 
if not misleading. Clearly, a firm whch produces a single product h e  has a better chance 
of tracking total labor and capital productivity. Even firms with multiple product lines can 
achieve the same assuming the amount of common plant and other common input expenses 
are minimal. However, multi-product and multi regional companies with significant shared 
or common facilities and costs will be challenged to derive an appropriate allocation scheme 
in its efforts to measure partial productivity. 

Given the above discussion, the use of the TFP index raises several concerns, which can be 
summarized as follows: 

0 The TFP index was never intended to be a predictor of future productivity. 
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TFP measures the total industry or a firm's overall productivity. It does not 
differentiate input versus output driven productivity gains or short-term versus 
long-term productivity gains. 
Multi-regonal and multi-product or service fums with significant common 
facilities cannot accurately disaggregate productivity by region or service level. 

IMPEDIMENTS TO MARKET COMPETITION AND FULL ACCESS 

V-FI A TFP index set too high - can hinder achievement of some of the desired 
obiectives. 

BST-KY has raised several concerns they believe result from a TFP index set too high First, 
they argue that a high TFP index reduces their potential revenues and as a result reduces the 
amount of available capital resources to expand their system into less profitable areas, 
namely, mral Kentucky. Secondly, BST-KY argues that the reduced revenues also limits 
their ability to upgade their system in a means that provides more efficient access for 
potential competitors who wish to use their network. Finally, BST-KY argues that their 
retail prices in some instances are below cost, and as a result, their wholesale prices, set for 
competitors, can be greater than BST-KY's own retail rates. In summary, BST-KY argues 
that the KPSC's very goal to enhance competition is styrmed by a TFP index set too high. 

BST-KY's arguments make sense only if the company cannot achieve the productivity gains 
projected by the TFP index. BST-KY argues that the rapid gains in TFP achieved in prior 
years was driven by downsizing and that future gains will be minimal as the company 
again needs to increase its internal resources. Furthermore, future capital investments into 
new systems and operations, while introducing greater efficiency, must be shared with its 
competitors who have access to BST-KY's facilities. In this regard, BST-KY also points out 
that a s ighcant  porhon of its productivity gains are derived from increased sales which 
foster the greater utilization of existing plant. However, with the transition to a competitive 
market, BST-KY wlll likely loose market share, which will offset near term output-driven 
productivity gains. 

BST-KY provides substantial arewent and support for a performance based rate that is not 
weighted down by an excessive TFP based performance target 

ALTERNATIVES TO TOTAL FACTOR PRODUCTIVITY 

V-€2 There are alternatives to the Total Factor Productivim index which foster the 
twes of competitive incentives the Kpsc had sought in its Price Regulation Plan. 

The Total Factor Productivity index offers several advantages, but as discussed above, none 
of which foster the types of competitive incentives the KPSC had sought in its Price 
Readation Plan. Theoretically, the TPF index would serve as an added incentive for BST- 
KY's management to either improve performance or face the consequences of lower return. 
Unfortunately, even if the forecasted value of the TFP were correct, such a broad based 
incentive provided no specific direction as to how such savings should be achieved. Any 
public policy initiative would be tempered against management's primary incentive, that is, 
to serve and retain its customer base and to achieve a fair return. In fact, as also &cussed 

b 
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0 above, a targeted TFP that was set too high, might discourage the very objectives the KPSC 
sought by diverting BST-KY's management away from achieving true productivity gains via 
technological and process enhancements, but instead focusing on sales growth and retention 
strategies which would also achieve the TFP target. 

Management by Objectives 

Untd all of BST-KY's products and services are open to full competition, the KPSC will need 
to regulate the prices set for the non-competitive basket. On balance, the prices should be 
cost based, yet flexible enough to simultaneously provide BST-KY with the opportunity to 
respond in a timely manner to the development of greater competition, and to earn an 
adequate enough return to continue to invest in system upgades and expansions which 
offer greater access and further opens the market to competition. As Vantage discusses at 
len,oth elsewhere, there are also very significant external factors that will influence pricing, 
such as USF and de-avera,@ng. While the TFP index affords a generalized performance 
target to achieve, it does not necessarily provide the KPSC with the same level public policy 
influence it had with traditional cost-based rate regulation. As noted above, the simple TFP 
tarset can be achieved by BST-KY via means that are most advantageous to BST-KY, which 
may not necessarily accomplish the very objectives sought by the KPSC in the first place. 

While it is not the role of regulatory commissions to micro-manage the utihties that it 
regulates, influencing public policy is an important tenet of ths quasi-legislative process. 
Historically, Commissions have long influenced the direction of electric, gas, and telephone 
companies by issuing public policy statements, holding generic proceedings on special 
issues and directing specific outcomes as part of a rate award. These and other tactics are 
synonymous with the management process called "Management by Objectives." While the 
Commission leaves the actual implementation up to the utility management, clear objectives 
are enumerated by the Commission as a component of a rate application or other regulatory 
proceeding. As a result, the regulated utillty has specific and clearly defined objectives that 
must be achieved as part of the rate settlement process. Notwithstanding, this approach to ' 

reodation has its hitations. Mandates requiring electric utilities to purchase electricity 
from independent power producers, at above market costs, resulted in si,dcant price 
increases and in surplus capacity in the Northeast, now a major component of stranded 
costs. As a result, the objectives should be clear and flow from the stated public policy 
objective, and yet, not be so specific as to foster inefficient and distorted management 
practices. 

With a performance based rate mechanism, the KPSC could substitute the productivity 
target set by the TFP index, by identafymg several key objectives it seeks to address as part 
of the transition process toward competitive markets. Such objectives might address 
specific issues in: 

Quality of Service 
Economic Development 
Rural Access to Telecommunication Services 
Rate of Competitive Market Development 



Investment in Technologies 

The company, not encumbered with a specific productivity number to achieve, would have 
the added resources to address these objectives. 

OTHER PERFORMANCE-BASED INCENTIVE REGULATORY PLANS 

The concept of objective-based performance targets is not a new or an unproven concept. 
On June 16,1995, the New York Public Service Commission issued its Order Approving 
Performance Regulatory Plan for New York Telephone (Case 92-C-0665). ~8 

"nze  Plan rm'ses the regulatoryframework fm N W E X  in view of the dynamic 
clzanges taking place in the telecoinmuniuztions industry and the emergence of 
competition. I t  provides market-based incentives for investment by  substantially 
deregulating the company's earnings and providing pn'cing flexibility fm new 
competitive services fin- a period offive to seuen years. It establishes comprehensive 
incentives for improved s m ' c e  quality during the transition, and it imposes 
commitments tofreeze basic s m i c e  rates, reduce toll and Carrier access rates, limit 
rate increases fm o t l m  existing services, and undertake various competitive 
enllancements and infassmtcture improvements." 

While the New York Plan frees the company from TFP type targets and shared eamings 
formulas, the NYPSC established specific objectives to be achieved accompanied by 
associated incentives and penalties. The Commission also estabhhed a periodic review 
schedule during this transition period. For example, following the first year of the plan, the 
Commission found that NYNEX failed to achieve several objectives and was required to 
refund consumers the penalties estabhshed in the plan. In more recent years, Bell Atlantic 
has met those targets and thus has not been required to refund money back to customers. 

On June 28,1999, a number of interested parhes including BST-KY, AT&T, GTE and Sprint 
have offered the FCC "a proposal to reform interstate access charges and interstate universal 
service in the context of a continued commitment to universal ~eTviCe.''~~ This proposal 
outlines a number of "Key Objectives" that the parties believe are in the best interest of 
consumers. While the proposal identifies a number of steps needed to accomplish these 
objectives relative to the use of the TFP or X-factor, the parties agreed that 

X-factor reductions would be targeted to local switching and switched transport 
rates; 
The X-factor should continue to be 6.5% until local switching and switched 
transport rates reach $0.55 per access minute for the Bells and GTE, and $0.65 for 
other price cap LEG.  Together, with phasing out the Carrier Common Line 
Charge had this plan started July 1,1999, switched access charges would have 
been cut by more than half within 3 years; and 
The X-factor should equal inflation once local switching and switched transport 
rates reach $0.55 per access minute for Bells and GTE, or $0.65 per access minute 
for other price cap LECs. 

E% gc consulting, Inc. 
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In essence, this settlement offers a transition away from the TFP adjustment in support of 
other, more defined public policy objectives, namely: @ 

0 

Be Internet/Digital friendly; 

Improve choices and value for customers; 
Keep Americans connected with universal service at affordable rates; 

Be Competition-friendly (ie. encourage efficient investment in real choices for all 
Americans); and 
improve telephone subscription among low-income Americans. 

While these objectives were offered to the FCC by the joint local and long distance telephone 
companies, and yet to be approved, it does offer another example of regulatory 
management by objectives. 

Finally, the Kentucky PSC has embraced this approach in its Order associated with the 
petition for rehearing of Gncinnati Bell Telephone Company (CFT), Case No. 98-292. CBT 
sought an alternative regulation plan that excluded a productivity target ”derived through 
an earnings sharing mechanism.” While the Commission, at first felt that there was a need 
for a productivity offset, after reconsideration, deleted the earnings sharins mechanism 
because it ”dilutes the incentives to reduce costs, expand output and invest in new 
infrastructure and new technology, distorts pricing decisions for all the Company’s 
regulated services, irrespective of service costs, current prices and competitive market 
conditions; maintains theoretical incentives to misallocate costs and subsidize competitive 
services; and continues to impose regulatory costs and inefficiencies.”g0 

RECOMMENDATIONS 

(I) 

V-RI The KPSC should eliminate the TFF’ index. (Refet- to Findings V-FI and V-FZ.) 

After careful evaluation of all the relevant factors, Vantage recommends that the KPSC 
should elirmnate the TFP index for BST-KY. Instead, it should allow rates for services in the 
non-competitive category to be capped by inflation. Should the KPSC decide that a 
transition period is appropriate for a movement away from the current 4% TFP index, it 
should consider directing BST-KY to make investments in achieving certain policy 
objectives. The KPSC should i d e n w  the specific policy objectives that BST-KY will need to 
accomplish and BST-KY will be responsible for determining, upon KPSC review and 
approval, the methodology and expense that will be charged against this fund. 

Vantage does caution, however, against applying a traditional regulplatory approach in this 
manner by detennining a level of funds and requiring BeSouth to apply them to specific 
infrastructure. Tlus would not, in fact, eliminate the productivity factor as recommended, 
but rather would reduce revenue flowing to Bellsouth using a different term or mechanism 
This is not the intended result. Future reaplation will need to concern itself with the rates 
for those customers with no competitive choice, but not with revenue overall. Otherwise, 
BellSouth would be the only competitor with revenue restrictions. 

* B gc consulting, Inc. 
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Vantage suggests a cooperative approach between the Commission, state government, and 
BellSouth whereby the parties work together to determine telecommunications goals and 
visions and then idenbfy specific projects and infrastructure goals to meet those goals. 
Vantage consciously refrained from suggesting speclfic infrastructure improvements. This 
is for the parties involved to decide. Some suggestions on areas of infrastructure include: 

Expanded local calling access to BellSouth Internet service. (BellSouth has no 
control over where and how ISPs elect to serve). 
Improved infrastructure and perhaps special pricing in economically depressed 
areas of Kentucky to encourage call center development and resulting jobs. 
Continued expansion of the KIH. 

BST-KY is currently required to complete a productivity study as part of their compliance 
with the PRP. Vantage would encourage the KPSC, BST-KY, and other key parties to 
attempt to reach an accord on an alternative to this study. We reiterate the statements 
above, that productivity studies are largely retrospective in nature and are not particularly 
applicable in an industry that is undergoing si,@ficant technological and structural 
changes. 

V-R2 Change the non-competitive service catecorv - pricino formula to allow for price 
increases at  inflation. (&lo io Finding V-F2.) 

It  is difficult to fully discuss this recommendation at this point as subsequent analysis and 
recommendations in this Repo7t impact upon this recommendation. 

However, as a starting point, ths recommendation will allow BSKY to raise the overall 
non-competitive service category rates to an index based upon the GDP-PI. The eiunination 
of the productivity factor will e m a t e  the potential for forced service category rate 
reductions, as has been the case in each of BST-KY's required annual fihngs. 

The mirroring of intrastate access rates with interstate access rates should be maintained. 
The competitive category should maintain its pricing rules-no limit on price changes and a 
price floor of LRIC. 

B. SERVICE CATEGORIES 

The PRP established three service categories into which BST-KY's retail services were 
classified: 91 

e Non-competitive - services, products and options which are commonly included 
in basic local exchange service packages, or for which there is no competitive 
substitute. 
Interconnection - ktterconnection and access services commonly purchased by 
other telecommunications providers. 
Competitive - services that are not classified as non-competitive or 
interconnection. 
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The PRP defined procedures by which BST-KY could seek to re-classlfy a service between 
categories . 

v-€3 BST-KY has not petitioned the KPSC to re-classifv a sinde - service since the PRP 
was implemented. 

To move a service from the non-competitive category to the competitive category requires 
either a demonstration that competition exists for the service or that the complimentary 
nature of a service has changed. 92. BST-KY does believe that it may seek some service 
reclasslfications to the competitive category.93 

V-F4 There is currentlv no basis for re-defminq the three service catecorv 
classifications. 

No party has petitioned the KPSC to modrfy the service category classifications. Vantage 
has not identLfied nor been made aware of any evidence suggesting that the three service 
classification categories need to be modrfied. For example, to define a new service category 
that captures services "about to become competitive", positioned as a transition between the 
non-competitive and competitive service categories would only add an extra layer of 
complexity to deal with definitions of "competitive" and "about to become competitive." 
Likewise, to simply move Residential 7FR service into a new category of ''frozen rates" does 
not upgrade the PRP readations as tlus service revenue is excluded from the pricing 
mechanisms of the non-iompetitive service category. 

Vantage has not identified any rationale supporting a decision to disaggregate the non- 
competitive service category into multiple service categories in which each category would 
have a unique pricing mechanism. 

V-R3 BST-KY should review the services contained in the noncompetitive service 
cateqorv and, based upon the KPSC standards, submit a petition to the KPSC for 
their reclassification to the competitive catecorv. (&fer to Findings V-F3 and V- 
F4.) 

A review of the services in the non-competitive service category reveals several that would 
appear to warrant re-classification. These would include, at a minimum, services associated 
with operator assistance, directory and white pages. It was not within the scope of 
Vantage's assignment to perform a comprehensive study of each noncompetitive service 
and apply the KpsCs standards for re-classification. 

C. SERVICE CATEGORY PRICING FORMULAS 

The PRP defines pricing formulas for each service category. Several readations were 
defined to provide BST-KY with pricing flexibility beyond the service category formulas. 
First, BST-KY was allowed to file tariffs which priced services below LNC to meet the 
equally low price of a competitor. Second, Contract Service Arrangements (CSAs) are 
offered by BST-KY where there is a reasonable potential for uneconomic bypass of the 
Company's services.% The revenue generated by CSAs is considered "competitive" by the 0 
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1994 
Number of CSAs97*  N/A 

KPSC and, is therefore, excluded from the non-competitive service category pricing 
formulas .95 

1995 1996 1997 1998 
81 91 129 118 

V-F5 The pricing formula for the non-competitive service categorv rewires 
modification. 

As fully discussed in Section A offhis Chapter, Vantage has recommended the elimination of 
the productivity factor from the pricing formula. As such, the pricing formula for the non- 
competitive service category requires modification. A second component in the pricing 
formula is the GDP-PI. The current PRP threshold level of 8% was not fully supported in 
the KPSC Order in Case No. 94-121. 

V-€6 BST-KY has not filed anv tanffs or entered into anv CSAs which have requested 
prices below LRIC. 

As stated, BST-KY has not availed itself of this PRP pricing flexibility option. Vantage 
Concurs with BST-KY in that this option, though riot utilized to-date, should remain in the 
prospective PRP.96 

V-€7 BST-KY has appropriatelv utilized CSAs. 

BST-KY's use of CSAs has been lirmted in number and revenue impact. The number of 
contracts entered into by year and the amount of revenue are shown in Exhibit V-I, below. 
Some of the yearly contract totals reflect renewal contracts as well as BST-KY's portion of a 
regonal EelSouth contract The CSA revenue by year, while gowing, has been immaterial 
in relation to BST-KY's total revenue. 

Focused Review of the PHice Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

Exhibit V-1 
Contract Service krangement Levels 

Some parties have raised a concern that CSAs are anti-competitive. Vantage understands 
their ar,pment to focus on a provision in some jurisdictions that either CSAs are not subject 
to resale or that the contracts have such huge termination fees, that essentially the customer 
is locked in for the duration of the contract. First, we note that the KPSC has approved each 
CSA BST-KY has submitted, as required, for approval. Second, the conditions described 
above are not applicable to BST-KY S A s .  All of their CSAs are subject to resale and should 
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State 

a CLEC purchase a CSA to offer the contract services to the current customer, BST-KY does 
not receive any termination fees from the customer. However, should the CLEC 
subsequently cancel the S A  with BST-KY prior to its termination, the CLEC will incur 
termination fees. 

@ 

Section 

PRESUMPTIVE VALIDITY 

~ 

Alabama 
Florida 

One of the issues that arose in our discussions with BST-KY was the issue of "Presumptive 
Validity". Under this concept, a tariff change proposed by BST-KY would be assumed to be 
valid until the KPSC ruled otherwise. The basis of the concern is that under the current 
rules, if an intervenor objects on any grounds to the proposed changes, implementation is 
delayed until the KPSC issues an order. This can take months to occur, during which time 
BST-KY is restrained from implementing the change. Examples of delays that have 
occurred are the $.25 Call Plan and .the LATAwide Area Plus service filings. 

13.06 
(6)(a), 364.163 (21, (51, 

V-€8 Seven of the nine EST States have wording in their PRPs or statues that address 
presumptive validitv. 

A review of applicable PRPs across all BET States and statutes provided references to types 
of activity that is treated as presumptive validity. A.ll but Tennessee and Kentucky have 
language that addresses the issue. (See Exhibit V-2, below.) 

Louisiana 
Mississippi 

Focused Review of the Price Regulation Plan 
BellSouth Telecommunications, Inc. - Kentucky 

5.b. 
A36.1.4.D.1 

Exhibit V-299 
References to Presumptive Validity 

North Carolina 
South Carolina 

IV.A.1 
3.D. 

V-R4 Change the PRP redations to allow for a reasonable level of presumptive 
validitv. (Refer to Finding V-F8.) 

The seven states identified, above, all use different wording to address the issue. Vantage 
believes that there are adequate avenues available for the KPSC or intervenors to raise a 
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questions and delay the introduction of proposed tariffs without hindering BST-KY’s ability 
to act and react in a competitive environment. 

The Georgia Interim Tariff requirement point V, in Docket No. 5833-U, states: 

“V. Any tariff filing will be presumed to be valid and shall become efective, unless 
suspended, revised or denied by the GPSC, 30 days a@ tlzefiZing.” 

D. EVALUATION OF PRP OBJECTIVES 

The PRP origmally established five objectives: 

Ensure Basic Service. 
Maintain High Quality Service. 

Incentives for Technology Investments. 
Meet Customers Needs and Enhance Technology. 

Flexibility for Pricing, Depreciation, and Changing Market Place. 

Since these objemves were crucial as a framework for Vantage’s review, we have articulated 
our understanding of what each of these objectives represents. 

ENSURE BASIC SERVICE 

State and Federal telephone legislation, since its inception, has had as a primary focus the 
provision of basic phone service. Moreover, this has also meant the provision of this service 
at an affordable rate. Complicating the issue is the fact that an “affordable” or “reasonable” 
rate is difficult to quantdy. In order to ensure that rates were affordable in low density 
(primarily rural areas) service territories, various subsidy mechanisms were utilized in 
establishing rates, which served to arthcially reduce rates for residential customers and 
even more so for rural residential customers. 

While it is important to recogmze the broad and far reaching issues of Universal Service and 
rate de-averaging, Vantage took the specific PRP goal of ensuring basic service to mean that 
no provision of the PRP would directly or inadvertently disencent BST-KY from 
maintaining basic plain old telephone service (POTS). 

The PRP has been successful in this regard. Combined with continuous improvements in 
technology, basic senrice is not only available, but available at high quality. BST-KY has 
fewer than 100 party lines, and old measures of service quality such as dial tone within 3 
seconds have been exceeded for so long and by so great an amount, that they are no longer 
relevant. 

MAINTAIN HIGH QUALIW SERVICE 

A concern under any plan which no longer allows a utility guaranteed recovery of capital 
costs plus a return, is that the necessary dollars will not be invested to maintain plant and 
equipment. This would, of course, result ultimately in reduced service quality. There are 
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also concerns as a result of TA96 (enacted after the PRP), which brings into question how 
much new investment an incumbent may recover. These are serious concerns and ones that 
will continue to be issues into the foreseeable future. 

a 
As we describe in Clvrpfer 4, BST-KY service quality has remained high. Further, customer 
satisfaction with BST-KY is the highest of any local exchange carrier as measured in the J. D. 
Power Survey. 

MEET CUSTOMERS NEEDS AND ENHANCE TECHNOLOGY 

This is perhaps the most dficult of the PRP objectives to articulate and certainly to 
quanw. This is primarily the result of both customer needs and technology increasing at a 
phenomenal rate. Competition has pretty much assured that business customers can find 
the technology to fit their needs and a provider will be there to provision the service. For 
the residential customer the answer is not so clear. To read the trade journals, residential 
customers are clamoring for high speed Internet access. Yet the reality is that only 
approximately 20 percent of the U.S. population has any access to the Internet. The 
constraint here is not phone lines, but customer equipment (computers and modems) and a 
desire to be on the Internet. The reality is that relatively few customers are actually 
demanding enhanced facilities, and more importantly, willing to pay. The Vantage 
yardstick here was not whether all customers wishing high-speed Internet access had it 
available, but whether BST-KY had made reasonable efforts to provide enhanced technology 
where the demand and payback were reasonable. The answer is yes, by any reasonable 
measure. 

For example, BellSouth has rolled out ATM as part of the KIH, they also offer ADSL to ISPs 
who then sell the service to their Internet customers. BellSouth is also a "participant" in 
packet switched technology whereby CLEG collocate frame relay and ATM switching 
equipment in BellSouth offices. While these technologes are being provided by a second 
party in t3-m instance, the benefit st i l l  flows to the Kentucky customer. BellSouth also has 
bundled service offerings to the extent allowed by combining customer calling features and 
area wide plans that can be customized by the customer. While not a " new technology" this 
is an example of additional telecommunications benefits flowing to customers. 

E. ONGOING PRP OBJECTIVES 

This section discusses Vantage's views on the continuation of the five origmal PRP 
objectives and the requirement for any additional prospective PRP objectives. 

V-F9 The o r i e a l  - PRP obiectives should be maintained. However, additional 
obiectives are required to facilitate the introduction of competition in Kentuckv. 

The PRP's orioginal five objectives remain valid on a prospective basis. However, the 
Telecommunications Act of 1996 and the subsequent FCC Interconnection Order have 
altered the telecommunications industry more than was envisioned at the time the PRP was 
introduced. The key component relates to the concept of UNEs and their pricing, based on 
TELRIC methodology costs plus overhead cost contribution to CLECs. 0 
Bge consulting, Inc. 

D 
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The main intent of the Telecommunications Act of 1996 was the introduction of competition 
in the local exchange market The FCCs Interconnection Order provided the framework 
upon which UNEs would be offered by ILECs, at a price equal to the associated TELRIC 
cost plus common cost contribution. The impact of the UNE pricing decision was to put in 
play the relationship of ILEC retail rates and UNE prices. Clearly, if UNE prices (recuning 
plus non-recurring) exceed comparable retail rates, competition may not be immediately 
forthcoming. Likewise, where UNE prices fall below retail rates, the introduction of 
uneconomic competition may occur. 

The PRP should not be viewed as a vehxle for the introduction of competition in all markets 
in Kentucky. More pointedly, the PRP - in whatever structure - will not be the catalyst to 
effect residential local service competition. There are many other factors involved, such as 
the RBOCs attempt to gain Section 271 approval and the subsequent ability to offer long 
distance service within their regional territory. However, the PRP should not, either 
through its structure or regulations, create an impediment to the introduction of 
competition. 

A primary factor in encoura,@g economic competition in Kentucky is a realization that 
implicit/explicit subsidies within BST-KY's retail rates need to be minimized, if not totally 
elurunated. Vantage believes that the KPSC, throush its various rulings over the past 
several years, shares this position. Vantage also believes that the KPSC is very concerned 
with the impact upon residential rates, as they have been the beneficiary of various subsidy 
supports. A flash-cut of subsidy elmunation is not appropriate as the impact upon 
residential customers could be dramatic. However, gradual movement towards the 
underlymg objective is warranted. 

BST-KY's transition to being able to effectively compete in a more competitive marketplace 
has been facilitated by the readations of the PRP. The PRP service baskets and 
corresponding pricing schemes have provided BST-KY some flexibility in addressing 
subsidy elurunation. For example, business rates have come down dramatically. Likewise, 
intrastate access rates, through the PRP minoring provision with interstate access rates, 
have also seen decreases. 

However, the price movements have been slow. IXCs complain about "excessive" access 
rates, including NTSRR BST-KY has serious concerns regarding residential rates set below 
incremental cost, as exhibited by their rate restructuring proposaLl@J The KPSC has 
implicitly agreed with the need for additional flexibility by approving two BST-KY petitions 
to deviate from the PRP provisions by applying non-competitive service basket mandated 
price decreases to the interconnection service category, in particular, NTSRn 

The objectives of the prospective PRP need to be set out in an Order to reflect the 
relationship between BST-KY retail rates and incremental cost and the impact of the 
Telecommunications Act of 1996. 

V-R5 The KPSC should maintain the five current obiectives of the PRP. However, two 
new obiectives should be added (Refer to Finding V-F9.) 

D' 
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0 These two objective statements are: 

Permit all BST-KY retail rates to move towards incremental cost or market price. 

Ensure that the potential introduction of competition to all markets in Kentucky 
is not hindered by the PRP. 

The first objective essentially reiterates a prior recommendation from this chapter - that the 
current PRP provision on freezing residential rates be removed. The process by which 
residential rates would be modified i s  more fully discussed in Chaptpr VII. However, it is 
sufficient to state here that this objective does not permit significant increases to residential 
rates. In point of fact, the BST-KY proposal would have limited the immediate increase to 
residential rates to 10% or less and then frozen those new rates for two years. An additional 
provision was that the KPSC would then have allowed for another review of the BST-KY 
retail rate structure. 

This first new objective also has an impact upon business rates, toll rates, vertical services, 
and access charges. The benefit from this PRP objective is a KPSC realization that the entire 
BST-KY retail rate structure and its inherent subsidies need to be acted upon sooner rather 
than later. 

The second proposed new objective simply assures all current and potential competitors 
within Kentucky that the PRP will not place them in an unfair competitive position with 
respect to BST-KY. It also reflects a view that no regulatory action, by itself, can force or 
guarantee that competitors will come into Kentucky and offer a full package of services to 
all customers, residential and business, regardless as their location, urban or mraL 

@ 

Vantage believes that the inclusion of these two new objectives strengthens the prospective 
PRP and allows for additional flexibility by BST-KY to re-adjust its retail rates. Vantage 
believes this action is warranted as its review of BST-KY performance under the PRP 
revealed no inappropriate behavior, and as such, they have eamed additional pricing 
freedoms. 

a 
b EB gc consulting, Inc. 
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I In our recommendations, Vantage suggests that subsidies be reduced in concert with the 
advent of competitive alternatives. At that point, the market will both set the price and 
determine the services residential customers want. 1. 

VI. STAKEHOLDER IMPACT FROM PRP 

In conducting this audit, Vantage felt it was important to understand the impact the PRP 
had on various stakeholders. The reasons for implementing the PRP were varied and 
different stakeholders either argued for their positions or were silent and underrepresented. 
The following provides a brief summary of our view of how each stakeholder was affected 
and what impact we believe the continuance of the PRP is likely to have. 

A. CUSTOMERS 

In assessing the impact of the PRP on customers, it is necessary to look at the two primary 
groups separately. In doing so, one can better understand the interaction of competitive 
alternatives, crosssubsidization, customer density, and other factors. 

RESIDENTIAL 

RETROSPECTIVE IMPACT 

VI-FI Residential customers have realized slightlv declininc rates that are below 
incremental cost, with continued satisfactorv service. 

Over the last four years! the PRP has provided rates that were capped and subject to 
reductions due to the impact of the productivity factor. While the reductions were minimal, 
one should take into consideration the fact that residential rates are subsidized by business 
rates, and therefore, are a very good deal. The subsidization of residential rates vanes 
between urban and rural, with the rural rates receiving the highest subsidies. 

e 
This subsidization of residential rates has a negative impact as well. The advent of 
competition in the residential area is not likely to make any significant gains until either 
subsi&es are removed or the costs of competitive technologm drop so low that the entry 
into residential markets is profitable. 

FUTURE IMPACT 

V1-m A continuation of the PRP, with the recommendations included in this report, 
should continue to provide residential customers with below cost rates, although 
the cap should be allowed to narrow. 

The KPSC needs to make some hard decisions regardmg its objectives for residential 
customers. Continued subsidies will inhiiit competition. The result is that customers will 
have artificially low rates in the short-term while losing competitive alternatives that may 
offer additional services at market rates. 
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BUSINESS 

RETROSPECTIVE IMPACT 

VI-F3 Business customers, particularlv in Louisville, have benefited sicnificantlv from 
the PRP as competitive alternatives became available at discounted rates. 

The statistics, provided earlier in this report, clearly show that large-to-medium business 
customers have had competitive alternatives available at lower prices. There is no question 
that these customers are benefiting the most from both the design of the PRP and 
competitive alternatives. 

FUTURE IMPACT 

VI-F4 Business customers should continue to benefit from both the PRP and the influx 
of competitive technolozies. 

With the recommendations Vantage proposes, business customers would provide lower 
subsidies to other classes of customers while continuing to be targeted by new competitors. 
As with the dereadation of other industnes, large customers with complex needs are the 
first to benefit from a competitive environment. The geater short-tenn'benefit to business 
customers versus residential customers should be considered on a macro level. The impact 
of improved productivity resulting from lower rates and a broader range of services has a 
dnect positive impact for everyone in Kentucky. As businesses are more profitable, the job 
market expands and all residents get an indirect benefit 

B. BELLSOUTH CORPORATION 

RETROSPECTIVE IMPACT 

VI45 BST-KY, as well as its parent companv-BellSouth, has benefited si&cantlv 
from the PRP, with improved productivitv, increased focus on service, revised 
depreciation rates, and pricing flexibilitv. 

Despite arguments that the productivity factor was too high and that some of the service 
standards were counter-productive, BST-KY has gained enormously from the PRP. These 
D eains were two-fold. First, the PRP incented BST-KY to streamline its work force, more 
appropriately allocating resources in a fast chan,@ng industry. While we cannot be certain, 
we would speculate that under traditional cost regulation, BST-KY would not have been as 
aggressive in striving for improved productivity. 

Secondly, eamings have increased dramatically despite the rate reductions imposed by the 
PRP pricing formula. The reasons for these increases have been discussed earlier and need 
to be kept in a historical perspective. 

0 

a 

* 
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FUTURE IMPACT 

VI-F6 In the future, the PRP should permit BST-KY to make the difficult and riskv 
transition to a more competitive industrv while continuinc to improve its rate 
structure and facilitate competition. 

Over the next few years, the telecommunications industry will conbnue its transformation. 
It is our belief that a properly designed PRP, with flexibility for changes, wlll facilitate this 
transition. BST-KY faces great risk in the transition and will be forced to undergo major 
changes in their business and invest in new technology. Their success is not assured. 
However, to the degree that the PRP provides them the opportunity to compete on a level 
playmg field as competitors enter their markets, they have an excellent chance of effectively 
responding. 

C. BELLSOUTH EMFLOYEES 

RETROSPECTIVE IMPACT 

VI-F7 Durinc the first three vears of the PRP, the BellSouth workforce was reduced 
simificantlv. - 

As was illustrated in Exhibit lV-9 there was a reduction in staffing at BellSouth during the 
first two years, and the average salary went down si,onificantly, reflecting the reduction in 
higher paid management employees. While these reductions were done through attrition 
and retirement packages, the reductions were naturally of concern to all employees. During 
the last year, additional workload has resulted in an increase in staffing. 

0 

To the cre&t of Besouth, it appears that the reorganizations and realignment of duties 
have resulted in continued levels of good reliability. 

FUTURE IMPACT 

VI-F8 The future for BellSouth emplovees is tied largelv - to the success of the overall 
companv business plan and its intent to achieve the transition to competition. 

While in the past, employees could have justifiably argued that the PRP caused a reduction 
in the workforce, today, one could argue that it will help to stabilize and perhaps increase 
the same workforce. The reasons are twofold. First, the reliability requirements of the PRP 
force management to maintain an adequate, and as we have seen, growing workforce. As 
long as these reliability standards are well-defined, there should be a direct correlation 
between the increase in services and customers and the number of employees. The second 
reason why we may see an increase in workforce is the need by BellSouth to move into new 
markets. Data and network technologies will open a broad range of new opportunities for 
Bellsouth employees, although one should caution that there may be a change in skill sets 
required by employees in the future. a 
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D. CLECS 

RETROSPECTIVE IMPACT 

VI-F9 The PRP has pennitted some inroads in competition bv CLECS, although it is not 
clear as to whether the PRP was the driving factor in their entrv into the 
LouisviUe business market. 

To date, there has been a concerted effort by CLECs to go after many business customers in 
the urban areas of BST-KY. However, while there are a large number of CLEG registered to 
do business in Kentucky, the percentage actually selling services is small. 

FUTURE IMPACT 

VI-FZO Should subsidies for residential rates be reduced, there is some likelihood that 
the activitv of CLECs will increase. 

As has been stated a number of times in this report, the subsidies inherent in BST-KY's retail 
rates h u t  residential competition at this time. 

E. IXCKLECS 

RETROSPECTIVE IMPACT 

VI-EL2 There has been almost no local competitive activitv on the part of IXC/CLECs. 

This is largely due to the ongoing battles over FCC 271 issues regarding RBOG being 
allowed to provide long distance service and the apparent unwillingness of long distance 
camers to enter local competition. 

FUTURE IMPACT 

VI-F12 The entrance of IXC/CLECs into local markets is more dependent on national 
issues and their competitive stratecies than on the desim of the P W .  

The strategies and actions of large, long distance carriers will be based on factors outside the 
purview of the KPSC. The battle for telecommunications supremacy is talung place on a 
national and worldwide stage. No state re,ouiatory commission will sway when an 
international company decides to compete in any telecommunications market The best the 
KPSC can hope to accomplish is structuring a level playing field through its re,plations that 
encourages competitive entry. 

- 
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F. STATE REGULATORS 

RETROSPECTIVE IMPACT 

VI-233 The requlatorv load for state reglators - has been minimized during the first four 
vears of the PRP. 

One of the objectives of the PRP was to minimize regulatory oversight and burden for both 
the Company and the KPSC. This objective has been met. Except for the review of the 
annual reports and rulings on a small number of exception requests, there have been limited 
requirements in the areas that the PRP encompasses. 

The above statement does not suggest that the KPSC has not had to face major 
telecommunications issues during this period. In fact, there have been and still are a 
number of major issues that need to be resolved before true competition can be expected. 

FUTURE IMPACT 

VI424 While the contmuation of the PRP will require minimal reslatow interaction, 
the other related re.gglatorv - issues that must be resolved will create a continuing 
burden for the KPSC in the short-term. 

Except for the proceedings related to this review, the PRP requires very little regulatory 
oversight Vantage suggests that the KPSC set for itself the objective of achieving 
deregulation of the telecommunications industry. However, there are a number of related 
regulatory issues that require resolution prior to that objective being satisfied. These are 
discussed, in detail, in Chapto VU. 

0 

G. STATE GOVERNMENT AND ECONOMIC DEVELOPMENT GROUPS 

RETROSPECTIVE IMPACT 

VI-FZ5 To date, the PRP has had little direct impact or interaction with political or 
economic development interests. 

The PRP, as currently designed, is not intended to meet the objectives of State Government 
and Economic Development Groups. However, during discussions with State Government 
and Economic Development representatives, we learned that there was great interest in how 
BST-KY could help with statewide issues. 

FUTURE IMPACT 

VI-FZ6 The recommendations Vantage - makes in C b t m  VI1 address the opportunitv to 
benefit the customers and citizens of Kentuckv bv directing some of the benefits 
to economic development activities. 

0 As stated in Chapto VU, Vantage proposes using the PRP as a means of generating benefits 
for customers through an improved economic development focus. 

gc consulting, Inc. 
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VII. PLATFORM TOWARDS DEREGULATION 

Vantage has proposed in Chapter V significant recommendations to the PRPs prospective 
objectives and regulations. In sync with this recommended PRP, Vantage has also 
recommended in C h p f e r  VI that the KPSC state for itself an objective of moving from the 
PRP regulatory mode to a fully deregulated telecommunications environment In this 
section, a platform of activities to be undertaken by the BST-KY and the KPSC to achieve 
that objective is discussed. 

VU-€2 The Kentuckv statewide wholesale UNE price structure in coniunction with 
BST-KY's subsidv laden retail rate structure inhibits the successful transition to a 
dereslated telecommunications marketplace. 

The KPSC itself, in Administrative Case No. 360, stated "under traditional regulatory rules 
and prior to the 1996 Act, specific implicit urban to rural and business to residential 
subsihes were established through traditional rate cases."lm The establishment of UNE 
rates, based upon TELRIC methods, following the FCC's Interconnection Order has 
exacerbated the need for retail rate subsidies to be eliminated. 

The key issue is an examination of retail versus UNE rates and the impact upon potential 
CLEC competition. Consider the business case example that BST-KY responded to in 
Docket No. 97-074. The example considered three business lines (RG 5), one vertical feature, 
Touch-Tone and hunting.10' Based upon current BST-KY retail rates and UNE prices, the 
total retail cost for a customer, including SLC, is $153.95. The UNE-recurring cost to a CLEC 
for the same package, including a derived local usage value, is $84.19.1E This amounts to a 
45% discount for the CLEC. Obviously, the CLEC will offer a price for this package above 
its UNE cost such that the effective potential disparity between BST-KY's retail price and the 
CLEC's retail price, based on UNE cost and contribution, will be less than 45%, but sti l l  at a 
level for the CLEC to significantly under-price BST-KY. 

0 

If such a dsparity exists, why isn't there more aggressive CLEC entry into the Kentucky 
business markets? One answer is found in the UNE non-recurring charges a CLEC incurs. 
For the business example above, a CLEC would be billed nearly $327in UNE non-recurring 
charges for procuring the package. 1oQ If customer churn is assumed at 18 months, then the 
CLEC would be adding essentially $18 to their monthly UNE costs. After adding in CLEC 
marketing costs, the initial disparity between BST-KY's retail rate and the recuning UNE 
costs shrinks considerably. 

What lessons does this example provide? First, CLECs may be attracted to offering services 
at a niche level to business customen since the BST-KY retail rates include some amount of 
subsidy under which a CLEC may gain a price advantage. Second, UNE non-recurring 
charges act as a potential deterrent to competition. Third, a state-wide UNE cost continues 
to send inappropriate signals as it contains an implicit subsidy between urban and rural 
rates. It also begs the question that if BellSouth rates are truly "too high", then why do 
competitors not build a competing network as was originally envisioned in TA96? 

m 
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The corresponding situation exists between BST-KY's retail residential rates and UNE costs. 
BST-KY's Residential lfr rates, which have been frozen since implementation of the PRP, 
range from $12.17 (RG1) up to $17.55 (RG5). 105. With just the recurring UNE cost of the 
loop, NID, and port equaling $2261, it's not difficult to understand the lack of residential 
competition, when non-recurring UNE costs, CLEC marketing costs and contribution are 
factored into the price equation. This situation is ripe for several actions to be undertaken 
by the KPSC. First the KPSC should be focused on rate re-balancing to be,@ the elirmnation 
of implicit subsidies. 

The KPSC has reco,onized the impact such an action will have. It has stated in 
A h i s t r a t i v e  Case No. 360, that "the KPSC realizes that elurunating part or all of the 
implicit subsidy embedded in urban business rates and urban residential rates will affect 
those customers most likely to see local competition in the near future."1M 

The current statewide UNE costs will require some form of de-averaging to move them 
more in ali0ment with actual BST-KY retail rate group rates. Furthermore, the FCC 
requires de-avera,ging of UNEs. Currently, a statewide UNE may inhibit the introduction 
of competition, as this "average" cost does not reflect a true TELRIC cost in a particular 
D al.ouping of wire centers, for example. The KPSC appears to be in agreement with this 
principle of UNE de-averaging. It has stated that "at the very least, UNE cost estimates 
should be recalculated on a geographically de-averaged basis."107 

Second, the issue of UNE non-recurring charges also needs to be addressed. These non- 
recurring charges represent a significant initial cost investment by CLECs to initiate service 
for new customers. One particular point relates to the CLEG purchase of the UNE platform 
for an existing customer. The KPSC, in its ruling on BST-KY's SGAT filing, ruled that "while 
BellSouth may charge a reasonable, non-recurring, cost based "glue charge" for its expertise 
in having combined the UNEs, the KPSC finds that neither BellSouth nor any other ILEC 
shall indulge in the wasteful habit of physically separating UNEs for no other apparent 
reason than to disrupt migration of a customer to the services of another camer."los At this 
time, BST-ICY has not re-filed an SGAT with the non-recurring ''glue charge." 

Third, another subsidy element is the Non-Traffic Sensitive Revenue Requirement (NTSRR). 
With the KPSCs reca t  approval of BST-KY's petition to deviate from the provisions of the 
PRP by applying required non-competitive senrice category reductions to the 
interconnection service category109, the hTSRR is now approximately $223 million, of which 
the I X G  pays $14.1 million and the balance of $8.2 million is implicit in BST-KY's 
intraLATA toll rates. 110 The KPSC has signaled its intent with respect to NTSRR, wherein 
Administrative Case No. 360, it stated "elimination of NTS is a priority and will be 
considered along with the elimination of other implicit subsidies.'qll 

VII-RZ The BST-KY should work with the KPSC to undertake several proceedings with 
the aim of eliminating imdicit/explicit subsidies from BST-KY's retail rates, 
estabhshing de-averaced recurring UNEs, and modlfvinz - non-recuninE UNEs. 
(Refe7. to Finding VII-Fl .) 

This recommendation is adjunct to the recommendations made to a prospective PRPs 
objectives and regulations provided in Chapter V (e.g., pricing at inflation for the non- 



137 

competitive service basket). Tfus recommendation is the most critical as it addresses pricing 
issues related to the non-competitive and interconnection service categories. The initial 
component of this recommendation proposes limited residential rate re-balancing, with a 
new freeze on the revised rates, and BST-KY's proposal related to intrastate access charges. 
Vantage believes these initiatives are critical to properly re-shaping BST-KY's retail rates 
and the elmtination of subsidies. 

a 

The KPSC has indicated its concern over adjusting residential rates prior to addressing the 
intertwined issues associated with universal service.1" However, the lack of movement at 
the FCC regarding this issue and the apparent intent to move universal service funding 
from a revenue benchmark to a cost benchmark provides the KPSC with opportunity to 
move forward and address critical issues. Recognizing that the FCC has not yet finahzed its 
cost proxy model, and based upon the Joint Board's recommended ranse of 115 to 150% 
above the national average for determining federal support, BST-KY, itself, is unsure of 
what amount, if any, it will obtain.lU 

The time is, therefore, ripe for the KPSC to aggressively move forward in a systematic 
manner and address issues related to implicit/explicit subsidies in BST-KY's retail rates and 
 be,^ to lay the foundation supporting the introduction of economic competition for all 
customers. 

This recommendation calls for the Kpsc to initiate the following hearings: 

Re-balance BST-KY's residential and NTSRR rates. 
De-average BST-KY's recurrin,o UNE costs. 
Re-examine BST-KY's non-recurring UNE costs, especially the required platform 
UNE charge and the commended "glue charge". 

RATE REBALANCING 

VII-22 BST-KY had reached a settlement with various parties rerrardinc - Rate 
Rebalancinc. 

BST-KY had reached a settlement with various parties: AT&T, MCI, Sprint, the Attorney 
General, and Metro Human Needs Alliance in its application to restructure rates in Case No. 
97-074.114 As part of that proposed settlement, the parties had agreed to a $2.93 per month 
increase to residential rates in all rate groups, various NTSRR reductions, and adjustments 
to business touch-tone rates. The settlement was rejected by the KPSC on the basis that 
subsidy issues would be decided in its Administrative Case No. 360. 

VI1-M Vantace recommends that the issues of rate re-balancine be reassessed bv BST- 
KY and the KPSC and, that together with other involved parties, an effort be 
made to move forward with a limited rate re-balancine. (Re& to Finding VII-F2.) 

In discussions between BST-KY and Vantage, BST-KY has proposed a "hypothetical" 
alternative. Under this scenario, residential rates would be adjusted by rate group, with no 
rate group incurring an increase greater than 10%: RG1 would increase $1.22, RG2 would 
increase $1.30, RG3 would increase $1.37, RG4 would increase $1.43, and RG5 would 
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increase $0.95. Additionally, some vertical services would see increases, as well as 
measured plans and area calling plans. The total annual revenue impact is $14.1 million. 
The offset would reduce the IXC portion of the NTSRR to zero. 115 

BST-KY has also stated that these revised residential rates would remain frozen for two 
additional years. Additionally, the nontompetitive service basket price increase would be 
limited to 5% per year, as opposed to the current 10% cap. In conjunction with this, BST-KY 
would commit to reducing intrastate access charges to $.0055 (originating/ terminating, less 
NTSRR) by the July 2002 Annual Filing. 116 

Vantage believes this overall plan has merit and should be considered. The proposed 
residential rate increases are significantly less than that agreed to by the parties in the 
previous settlement The proposal begins to narrow the subsi&es inherent in residential 
rates and eliminates an explicit access subsidy. Under this proposal (or some variation), t I e  
KPSC is positioned to act upon any USF recommendations forthcoming by the FCC. In 
conjunmon with the increase in residential rates, the Kentucky low-income portion of the 
state USF, more commonly known as Lifeline, should be reviewed with potential customer 
credts being linked to actual retail residential rates. 

RECURRING UNE COST DE-AVERAGING 

Tlus action is simply a continuation of the KPSC's rulings on UNE costs in various BST-KY 
arbitrations In point-of-fact, the KPSC has already recognized the need for UNE de- 
avera,oing; refer to the KF"s Order in A h i s t r a t i v e  Case No. 360, dated May 22,1998, in 
particular, the discussion associated with Footnote #52. UNE de-avera,@g must occur in 
order to eliminate any artificial barriers hindering CLEG ability to compete with BST-KY. 
A statewide average creates a "subsidy" between urban and rural areas which is contrary to 
the KPSC's stated objectives of eliminating subsidies. The de-averaging should be on a wire 
center basis and as closely tied to the composition of BST-KY's current rate groups as 
possible. 

NON-RECURRING UNE COST§ 

The KPSC should require BST-KY to present a cost study supporting the developmen, of 
both a platform UNE non-recuning charge and the "glue charge. The platform non- 
recurring charge is based upon the Supreme Court's xukg which recognized that the FCC 
had the authority to define UNEs. Subsequently, the FCC did define the platform (loop and 
port) as a UNE. Apparently, no CLEC has requested the purchase of the platform from BST- 
KY as they have not yet submitted a TELRIC cost study supporting their proposed non- 
recuning charges. The concept of a "glue charge" for BST-KY's "expertise" while not 
explicitly discussed in various FCC orders none-the-less may remain a viable charge to be 
authorized by the KPSC. 

As has been indicated above, non-recurring UNE costs represent a potential impediment to 
CLEG competing for BST-KY customers. The current UNE non-recurring charge of $86.08 
for the 1st UNE loop and NID and $37.55 for the UNE port would be significantly less if 
bundled into platform UNE non-recurring charges. 

a 

a 

a 
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The benefit of this recommendation is movement towards elirmnation of some subsidy 
elements in BST-KY's retail rates and the establishment of appropriate recurring and non- 
recurring UNE costs to encourage more competitive entry into telecommunications markets 
throughout Kentucky. 
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VIII. APPENDIX 

A. GLOSSARY OF TERMS 

Qccess Charge 

Qccelerated Depreciation 

4ccess Line 

4ccounting Separations 

CUternate Access Vendor (AAV) 

Alternative Operator Services 
(AOS) 

American Telephone and 
Telegraph (AT&T) 1982 Consent 
Decree 

A charge by a telephone company to a long distance 
(interexchange) company for availability and use if its 
telephone facilities for ori,@tation and termination of 
long distance (interexchange) calls. 

A change in depreciation accounting that reduces the 
number of years over which a depreciable asset will be 
amortized. 

The facilities between a telephone company central 
office and a customer that are required to provide 
access to the local and toll switched network 

FCC Rules that are supposed to separate the costs of 
providing regulated and unregulated services through 
the use of Cost Allocation Manuals (CAMS). 

A firm providing transport of calls from customers to 
long distance carrier points of presence (POPS), or 
between a given customer’s multiple locations, 
typically using a fiber ring. Also referred to as 
Competitive Access Providers (CAPS). 

Alternative operator services are operator services 
provided by companies other than the traditional 
telephone companies. Usually an AOS provider will 
contract to provide all the operator services from 
telephones located on private premises, such as a 
hospital or hotel, or from private pay phones. 

(also called Modification of Final Judgment, or MFJ): 
A judicial settlement ending the Federal Government’s 
1974 antitrust suit against AT&T, BellLabs, and 
Western Electric. Among the provisions were (1) the 
divestiture of the local exchange service and access 
functions of the 22 Bell operating companies; and (2) 
the modification of the 1956 AT&T Consent Decree so 
that post-divestiture AT&T could enter into 
unregulated markets. The divestiture took place on 
January 1,1984. 
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Antitrust Consent Decree 

Basic Local Exchange Service 

Bellcore (Bell Communications 
Research, Inc.) 

BellSouth 

Broadband 

Broadband ISDN 

Bundled Rates 

An agreement between the US. Department of Justice 
and a defendant settling an antitrust case prior to a 
court ruling. The government‘s 1974 monopohzation 
case against AT&T was settled by a consent decree 
approved by Judge Greene in 1982 The consent 
decree proposed by the DOJ separated the monopoly 
local exchange from competitive lines of businqss: 
long distance, information services, and equipment 
manufacturing. Also see “Modification of Final 
Judgment” and ”Divestiture.” 

The portion of local exchange service comprised of an 
access line and dial tone provided to the premises of 
residential or single-he business customers for the 
transmission of two-way interactive switched voice 
grade communication for usage within the locaI calling 
area that is billed at one flat rate. 

The research and development consortium jointly 
owned and funded by the seven Regional Bell 
Operating Companies. 

One of seven Regional Bell Operating Companies, it is 
the parent of the Southern Bell and South Central Bell 
telephone companies. BellSouth’s Southern Bell and 
South Central Bell subsidiaries serve the states of 
Alabama, Florida, Georgia, Kentucky, Louisiana, 
Mississippi, North Carolina, South Carolina and 
Tennessee. 

The amount of bandwidth generally needed for video 
and high speed data transmission. Broadband services 
can be camer in analog or digtal format A cable TV 
system employs broadband transmission. These 
technologres are capable of carrying a great deal of 
information in a short amount of time, but are more 
expensive to use than voice grade technologies like 
telephone which require less bandwidth. 

A network standard for voice, data, and video in the 
same network The network is f i i r  based with rates 
of 150 MB/S and 600 MB/S, initially. 

Rates in which the various rate elements which 
comprise the service are consolidated. 

c 
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Bypass 

Carrier's Carrier 

C&erof Last Resort 

Cellular Mobile Radio Service 

Carterfone Decision 

Cellular Radio System 

Technological alternatives to local telephone company 
facilities that generally fall into two categories, service 
bypass and facilities bypass. Service bypass refers to 
the use of local exchange company dedicated access 
facilities as an alternative to switched access facilities. 
Facilities bypass refers to the use of non-telephone 
company provided services (i.e., fiber, short-haul 
microwave, and direct satellite to rooftop antennae.) 

A provider of telecommunications services to other 
carriers who then provide services to customers. Does 
not offer service &rectly to the public. 

In today's environment, an incumbent local exchange 
company that is obligated to provide basic local 
exchange service in all of its local calling areas in 
response to reasonable requests for service. 

A radio telecommunication service provided using a 
cellular radio system This service falls under the 
category of Commercial Mobile Radio Services 
(CMRS). 

An FCC decision striking down tariff restrictions that 
had prohibited attachment or connection to the public 
telephone system of any equipment or device not 
supplied by the telephone. 

An automated, high-capacity system of one or more 
multi-channel base stations designed to provide radio 
telecommunication services in the 800 MHz band to 
mobile stations over a wide area in a spectrally 
efficient manner. Cellular systems employ techniques 
such as automatic power control and automatic hand- 
off between base stations of communications in 
progress to enable channels to be reused at relatively 
short distances. Cellular systems may also employ 
distal techniques such as voice encoding and 
decoding, data compression, error correction, and time 
or code division multiple access in order to increase 
system capacity. Radio frequencies, technical and 
operational requirements are set forth in Part 22 of the 
FCC's Rules. 
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Collocation (Expanded 
Interconnection) 

Common Costs 

Competitive Access Provider 

Goss Subsidization 

Customer Access Line Charge 
(CAW 

Customer Premises Equipment 
(UE) 

Depreciation 

When a user of telephone company services places 
transmission equipment in the same building that 
houses the telephone company's switches. The Telco is 
responsible for all maintenance and repair of the 
equipment under an equipment lease agreement The 
collocator does not have access to his own equipment 
under virtual collocation. 

Costs incurred for the benefit of an enterprise as a 
whole, but not for the benefit of an individual service 
or group of services. They are not impacted 
appreciably by changes in the quantity of any 
particular service, or group of services. If they are 
common to all services, they are also known as 
overhead costs. 

See "Alternate Access Vendors (AAVs)." 

The use of revenues generated by one service to 
support belowcost pricing of another service. The 
concern is that a regulated service may subsidize an 
unregulated service. This activity disadvantages 
competitors in the business market being subsidized. 
But, historically basic residential flat rate senrice has 
been subsidized by the services that are now 
compelitive. The accepted test of cross-subsidization is 
if the price of a service is geater than its long run 
incremental costs then it is not being subsidized. 

See "Subscriber line charge." 

All telecommunications terminal equipment located on 
the customer premises, such as PBXs, data equipment 
and telephone sets. 

Accouniing allowance made for the decrease in 
property or equipment value through wear, 
deterioration, or obsolescence. 

a 

a 
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Depreciation Reserve 

Deregulate 

Detaxiffing 

Divestiture 

BOO Service 

Enhanced Services 

Equal Access 

A balance sheet account which reflects the portion of 
the costs of depreciable public utility assets that have 
been recovered from ratepayers as an expense. In 
theory, the cost of the depreciable asset should be fully 
recovered by the time the asset is retired from service. 
If the actual schedule of recovery is such that some 
costs will remain unrecovered when a depreciable 
asset is due for retirement, a depreciation reserve 
deficiency is said to exist. 

Toremove a service from the jurisdiction of, and 
oversight or regulation by, a public service 
commission. 

Removal of the requirement that a service be offered 
under a tanff filed with the regulatory agency. 
Regulatory agencies use detanffing as one tool for 
freeing regulated companies from price controls in 
competitive markets. 

The court agreement implemented on January 1,1984 
that caused AT&T to divest itself of its Bell Operating 
Companies. The divestiture agreement settled a 1974 
federal antitrust case against AT&T, and was signed in 
January 1982, while the antitrust case was being tried 
before Judge Harold Greene in U.S. District Court The 
Court approved the ageement with modifications 
later in the year. 

A long distance telephone service wherein the caller 
places a call using the "800" prefix as the area code and 
the party being called pays for the call. 

Defined by the FCC in Computer Inqulry I1 as services 
offered over transmission facilities which employ 
computer processing applications that act on the 
format, content, code, protocol or similar aspects of the 
subscribers mformation; provide the subscriber 
additional, different or restructured information; or 
involve subscriber interaction with stored information. 

~~~ ~~ 

Provision of local exchange access service in equal 
kind and quality to all long distance companies. 
Allows for customers to have their local telephone 
company automatically deliver long distance calls to 
the carrier of their choice. 
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Exchange 

Federal Communications 
Commission (FCC) 

Fiber Optics 

Fiber Ring 

Fully Distributed Costing 

Gross Domestic Product-Price 
Index (GDP-PI) 

Incremental (Marginal) Costing 

Independent Telephone 
Company 

~ 

lnsideWWiring ~ 

Interconnection Service 

A geographical area served by one or more central 
offices, within which the telephone company provides 
local telephone service. 

A board of five commissioners appointed by the 
President under the Communications Act of 1934, 
having the power to regulate interstate and foreign 
communication originating in the United States. 

Technology based on thin filaments of glass that use 
light instead of electricity to transmit data, images and 
sound and provide vastly greater capacity for 
transmission than previous technologies. 

A fiber transmission path witlun a given area. Service 
reliability is enhanced because any two points on the 
ring can be reached from either direction. 

A costing methodology which assi,ons a percentage of 
all common costs, including overhead, to individual 
senices. 

The gross domestic product fixed weight price index 
calculated by the U S  Department of Commerce. 

The forward lookin,a costs which wdl be advanced by 
expandmg production of a service or deferred by 
reducing the level of production of a service. The 
incremental costs of a service do not include any joint 
or Common costs. 

A telephone company which is not affiliated with 
AT&T or the Bell Operating Companies, but is the 
designated established carrier for the provision of 
telecommunications common carrier service in a 
specific geographic area. 

The telephone wires within a customer's home or place 
of business that are on the customer's side of the point 
of intersection between the telephone company's 
communications facilities and the customer's facilities. 

The service of providing access to a local exchange 
company's facilities for the purpose of enabling 
another telecommunications company to origmate or 
terminate telecommunications service. 



Interexchange Carrier (IXC) 

InterLATA 

Internet 

IntraLATA 

Joint Cost Rules 

Jurisdictional Separations 

LATA (local access and transport 
area) 

Local Area Network (LAN) 
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A camer authorized by the FCC to provide interstate 
long distance commuriications services between 
LATAs; a carrier authorized by a state public service 
commission to provide long distance communications 
services. 

~~~ 

Telecommunications services originatmg in one local 
access and transport area (LATA) and tenninating in 
another LATA or outside of a LATA. 

~~~ 

An internationally connected system of university, 
government and commercial networks providing a 
variety of data interchange services. 

Telecommunications services originating and 
tenninating within the same local access and transport 
area (LATA). 

Rules promulgated in FCC Docket No. CC 86-111, 
which are intended to prevent cross-subsidization of 
diversified business by insuring proper allocation of 
costs between re,dated and non-re,plated operations 
of telephone companies. These rules describe a range 
of cost methods which the FCC considers acceptable in 
principle. The T i n  I local telephone companies must 
submit their own specific CAMS for FCC approval. 

The process by which telephone property costs, 
revenues, expenses, taxes and reserves are assigned 
between interstate operations, subject to the 
jurisdiction of the FCC, and intrastate operations, 
subject to the jurisdiction of the several state replatory 
bodies. 

~~ 

One of almost 200 local telephone exchange areas 
established as a result of the AT&T divestiture. The 
Bell Operating Companies are not allowed to provide 
services between or among LATAs. 

A data transmission network connecting a number of 
communications devices (e.g., computers, printers, 
servers) within a single building, campus of buildings 
or geographic area. 

D 

gc consulting, Lnc. @% 
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Local Calling Area 

Local Exchange Company 

Local Exchange Services 

Local Loop 

Local Switched Interconnection 
Service 

MFJ (Modification of Final 
Judgment) 

Microwave System 

Non Traffic Sensitive Revenue 
Requirement (Recovery) 
INTSWR)I 

North American Numbering Plan 
( N A W  

ONA (Open Network 
Architecture) 

~~~ 

The geographic area encompassins one or more local 
exchanges as described in existing commission orders 
or in maps, tanffs, and rate schedules reviewed and 
approved by a commission. 

A telecommunications company holding a certificate of 
public convenience and necessity to provide local 
exchange services. 

Services offered for the transmission and utilization of 
two-way interactive communications and associated 
usage within the local calling area. 

That part of a communications circuit between the 
subscriber's premises and the equipment in the central 
office. 

That part of switched intercomemon service provided 
for the purpose of originating or terminating a call 
which ori,@ates and terminates within the local 
calling area. 

The Divestiture agreement between the Justice 
Department and AT&T that forced AT&T to get out of 
the local exchange business and give up its local phone 
companies. It  required the divested companies to 
provide equal access to long distance (interexchange) 
camers. See also "Antitrust Consent Decree" and 
"Divestiture. " 

Generally, a digital or analog transmission system 
employing the use of radio frequencies above 890 Mhz. 

The mechanism used in Kentucky to recover the 
common line revenue requirement from intrastate 
access. 

The dialing plan for the US., Canada, Caribbean and 
northern Mexico that allow locations on local 
telephone networks to be uniquely identified by a 10- 
digit telephone number. 

Overall design of a communication carrier's basic 
network, permitting all network users (including all 
enhanced service providers) to connect equally to the 
basic network capabilities. 
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Personal Communications 
Services (PCS) 

Point of Presence (POP) 

-~ 

Portability 

Price Regulation 

Private Branch Exchange (PBX) 

Private Line 

Productivity Factor 

Public Switched Network 

~~ 

Radio communications that encompass mobile and 
ancillary fixed communication that provide services to 
individuals and businesses and can be integrated with 
a variety of competing networks. Most of these 
services will be provided using radio frequencies in or 
near the 2 Ghz frequency band. These services 
generally fall under the category of Commercial 
Mobile Radio Services (CMRS) and are governed by 
Part 24 of the FCC's Rules. 

The geographic location where a long distance 
(interexchange) carrier's facilities interconnect those of 
the local exchange camer. 

The technical capacity that pennits a customer to retain 
the same local number at the same customer location 
regardless of the provider of local exchange service. 

The regulation of a company's prices versus the 
regulation of a company's earnings. Changes in prices 
are constrained through various mechanisms such as 
price ceilinss, price floors, inflation based formulas, 
etc. 

A telephone switch installed on the user's premises, 
that pennits a user to receive incoming calls, to dial 
other telephones on the premises, to access a tie line 
leading to another PBX or to access an outside line to 
the public switched telephone network Many PBXs 
also offer call-control and call-accounting features. 

A non-switched telephone service used by high- 
volume or special-needs customers which offers a h e  
between specific points solely for the customer's 
private use. See also "leased circuit" 

The element of a price regulation or price cap formula 
that captures the difference between 
telecommunications industry productivity and 
economy wide productivity. 

A switching system providing switching and 
transmission facilities to many customers; any 
common carrier network providing circuit switching 
between public users. The term generally applies to 
the public telephone network 

* B ge Consulting, hc. 
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Rate of Return Regulation 

Regional Bell Operating 
Company (RBOC) 

Resale Carrier 

Special Access 

SONET 

Subscriber Line Charge 

Switched Access 

A method of regulation that specifies that maximum 
rate of return'- a ratio of net profit to total invested 
capital - a telephone company is authorized to earn. 
Appropriate only in an environment with little or no 
competition. Generally involves social contracts 
between a company and the state that have historically 
created artificial pricing policies. 

One of seven regional holding companies created by 
the AT&T divestiture to take over ownership of the 
Bell Operating Companies within their region. They 
are: Ameritech, Bell Atlantic, FellSouth, hY NEX, 
Pacific Telesis, Southwestern Bell and US WEST. 

A camer that does not own transmission facihties, but 
obtains communications services from another carrier 
for resale to the public for profit. 

Non-switched exchange access service provided by 
local telephone companies. Used to make direct 
connections between a long distance provider's point 
of presence and an end user customer. 

Stands for "synchronous optical network," a high 
speed fiber optic transmission technology that can 
carry services such as broad cast quality video, 
electronic data interchange (EDI), long distance 
medical ima,ging, multimedia education, and movies 
on demand. 

A charge paid by the telephone subscriber for the 
ability to access an IXC for the purpose of ori,ginating 
and terminating interstate calls and to defray a portion 
of the expense of providing the subscriber's access 
lines. The charge is a fixed monthly fee determined by 
the FCC, assessed by the telephone company on each 
line of a subscriber. 

That part of switched interconnection service provided 
for the purpose of ori,o;iating or terminating a toll 
service. 
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That part of interconnection service which utilizes the Switched Interconnection Service 

Tandem Office 

Tariff 

Telco 
~~ 

Telecommunications Company 

~ ~~~ 

Telecommunications Services 

Telephony 

Toll Service 

Total Factor Productivity (TFP) 

-~ 

Transport 

local exchange company's switching facilities to 
provide line or trunkside access or both to the local 
exchange company's end office or tandem switches for 
the purpose of oriagjnating and terminating the 
telecommunications services of other 
telecommunications companies. 
~~~ 

A major Telco switching center for the switched 
telephone network, which interconnects two or more 
central offices that cannot be directly connected; a 
major switching center linking several end offices 
and/or IXC points of presence especially in high- 
density areas. 

The schedule or other writing filed with a commission 
that describes the rates, terms, and con&tions of 
certain telecommunications services provided by the 
telecommunications company. 

Telephone company. 

Any person, firm, partnerslup, corporation, 
association, or municipal, county or local 
governmental entity offering telecommunications 
services for hire or compensation. 

The services offered to customers for the transmission 
and utilization of two-way interactive communications 
and associated usage. 

Voice telecommunications. 

The transmiss& of two-way interactive switched 
communications between local calling areas. 

A specific study methodology for defining industry 
inputs and outputs. 

Facility between the telephone company and the IXC's 
point of presence and/or end user premises. 
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Unbundled Access 

Unbundled Rates 

Uniform System of Accounts 

Universal Service 

Universal Service Fund (USF) 

[Section 251(C)(3), Telecommunications Act of 19341 
The duty to provide, to any requesting 
telecommunications camer for the provision of a 
telecommunications service, nondscriminatory access 
to network elements on an unbundled basis at any 
technically feasible point on rates, terms, and 
conditions that are just, reasonable, and 
nondiscriminatory in accordance with the terms and 
conditions of the agreement and the requirements of 
this section and Section 252. An. incumbent local 
exchanse camer shall provide such unbundled 
network elements in a manner that allows requesting 
carriers to combine such elements in order to provide 
such telecommunications service. 

Rates in which the various rate elements that comprise 
the service are separately stated. 

A FCC prescribed accounting system encompassing 
both balance sheet and income statement accounts, 
used to review the operations of telecommunications 
common carriers under its jurisdiction. 

The provision of widely available, reasonable, 
affordable basic local exchange services for all 
customers. Generally considered to encompass a basic 
set of services to provide access to the local network. 

The fund estabhshed to explicitly support universal 
service and by extension the processes involved in 
identification, collection, and disbursal of such funds. 
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BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staf fs  First Set of Data Requests 
March 10,2000 
ItemNo. 1 b 
Page 1 of2 

REQUEST: BellSouth’s equity returns have been high over the past few years. The 
Audit Report discusses the total factor productivity (“TFP”) index as being 
“backward-looking” and states that BellSouth achieved its productivity 
gains in part by decreasing its workforce. 

b. If BellSouth’s earnings remain high, is this a sign that BellSouth is 
continuing to experience productivity gains in excess of the inflation 
rate? 

RESPONSE: Other things remaining equal, productivity gains in excess of the inflation 
rate have a positive effect on earnings. 

BellSouth’s success under price regulation is also attributable to the 
appropriate responses we have made to the opportunities afforded under 
the plan. BellSouth’s initiatives include: 

- Changes in depreciation that accelerated reductions in net 
investment, 
Introduction of innovative expanded calling plans, 
Introduction of incentive programs in consumer sales 
organizations, 
Deployment of new technologies like ATM, ADSL, and Frame 
Relay, 
Initiation of marketing strategies for specific industries, and 
Provision of numerous customer promotions for various 
services. 

- 
- 

- 

- 
- 

Regulatory accounting results are affected by separations rules and have 
been inflated by the superior past productivity gains that likely will not 
persist under increasingly competitive conditions (refer to 1 a above). For 
example, BellSouth has accelerated depreciation charges to more 
appropriate levels without any offsetting rate increases. Under the former 
ROR regime, higher depreciation expense would have raised revenue 
requirements. However, the increased depreciation expense also reduces 
the investment base, which acts to boost reported returns. The higher 
returns are exaggerated in later years when the depreciation decreases 
once the appropriate depreciation reserve levels are reached. BellSouth has 
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BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Stdf s First Set of Data Requests 
March 10,2000 
ItemNo. 1 b 
Page 2 of 2 

RESPONSE: (Cont.) 

provided significant customer benefits from rate reductions while its 
superior expense efficiency has boosted its profitability. 

In the future, competition will govern prices more efficiently than 
regulation, and good earnings are not assured. Alternative service choices 
are rapidly increasing. CLECs, AT&T, MCI Worldcom, and others are 
targeting the most attractive and profitable customers and services, 
pressuring prices to move downward. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 1 c 
Page 1 of 1 

REQUEST: BellSouth’s equity returns have been high over the past few years. The 
Audit Report discusses the total factor productivity (“TFP”) index as being 
“backward-looking” and states that BellSouth achieved its productivity 
gains in part by decreasing its workforce. ‘ 

c. BellSouth is currently restructuring its labor force in certain 
categories. Does this counteract some of the productivity losses 
sustained from hiring additional labor in other categories? Explain. 

RESPONSE: BellSouth has achieved superior labor productivity improvements relative 
to its industry peers via a combination of force reductions, staff 
reorganizations and outsourcing. In general, BellSouth has been 
increasing customer contact and service staff while streamlining general 
support SM. This process is reflected most recently in the February, 2000 
corporate reorganization announcement that approximately 2,100 support 
staff  positions will be reduced over the subsequent 18 months. This 
reduction is only 14% of the size of BellSouth’s program of 15,000 
reductions over the 1995- 1 997 period. 

On balance, in recent periods BellSouth has been operating at one of the 
most efficient employment levels in the industry. Table 1 of “Response of 
BellSouth Telecommunications to the Audit Report”, Dec. 17, 1999, 
indicates that BellSouth improved its labor efficiency (based on 
employees per ten thousand access lines) by 44% from 1992 through 
1998. The other RE3OCs as a group improved 3 1% over the same period. 

However, BellSouth has already harvested the majority of the labor 
efficiency opportunities in moving to its current superior labor efficiency 
position. In other words, the “low hanging h i t ”  is in and the immediate 
future will likely experience diminishing marginal opportunities for 
dramatic amounts of new labor efficiencies. 
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BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 1 d 
Page 1 of 2 

REQUEST: BellSouth’s equity returns have been high over the past few years. The 
Audit Report discusses the total factor productivity (“TFP”) index as being 
“backward-looking” and states that BellSouth achieved its productivity 
gains in part by decreasing its workforce. 

d. Provide BellSouth’s projections for the next 2 calendar years for 
intrastate regulated revenues, regulated expenses, and taxes by major 
Part 32 accounts. 

RESPONSE: BellSouth does not produce budgets/projections of intrastate regulated 
revenues, expenses and taxes as requested. BellSouth’s 
budgets/projections of revenue and expenses are prepared on a product 
and operating business unit specific basis and rolled up to a Company 
level. This process often crosses state boundaries and as a result, 
BellSouth no longer produces official state budgets or projections. 

However, in order to be responsive, BellSouth has attempted to produce a 
projection of 2000 Kentucky intrastate revenues, expenses, and taxes at 
the Part 32 summary account level. This projection (see attached 
proprietary document) indicates a slowing growth in net operating income 
compared to previous years’ primarily as a result of the impact of 
accelerating competitive pressures and a stabilizinghcreasing workforce. 
As discussed in the response to Item No. 1 a, BellSouth has completed its 
major force reduction programs and the workforce not only has stabilized 
recently but it is expected to increase. 

Due to uncertainty surrounding the level of fbture competitive losses and 
the impact of technology changes, as well as a lack of state specific details 
available internally for years beyond 2000, BellSouth was not able to 
prepare a projection for 2001. However, revenue growth rates are 
expected to decline while expense growth rates are expected to remain 
about the same in 2001 primarily as a result of increasing competitive 
pressures. 
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EDITED 

BellSouth Telecommunications, Inc. 
Kentucky Intrastate Operations 

Projection of 2000 Revenue, Expenses, and Taxes 
000s 

2000 
Proiection 

Operatina Revenues 
Local Service Revenue 
Network Access Revenue 
Long Distance Revenue 
Miscellaneous Revenue 
Uncollectible Revenue 
Total Operating Revenue 

Operatinq Expenses 
Plant Specific Operations 
Plant Nonspecific Operations 
Depreciation I?, Amortization 
Customer Operations 

Corporate Operations 
Other Operating Expenses 
Operating Taxes 
Total Operating Expense 

Net Operating Income 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 1 e 
Page 1 of 1 

REQUEST: BellSouth’s equity returns have been high over the past few years. The 
Audit Report discusses the total factor productivity (“TFP”) index as being 
“backward-looking” and states that BellSouth achieved its productivity 
gains in part by decreasing its workforce. 

e. Explain the current status of the Federal Communication 
Commission’s (“FCC”) deliberations regarding the productivity factor 
applicable to price cap companies. 

RESPONSE: The FCC‘s decision on the Price Cap “X” factor, CC Docket No. 94-1, is 
pending. This proceeding is to respond to the US Court of Appeals for the 
District of Columbia Circuit remand of the Commission’s May, 1997 
Order which set the interstate “X” factor at 6.5%. The Commission 
completed its Comment and Reply Comment rounds on December 30, 
1999 and Jan. 14,2000 respectively in its Further Notice of Proposed 
Rulemaking, released Nov. 15, 1999. 

On March 8,2000 the Coalition for Affordable Local and Long Distance 
Service (‘G4LLS’’) filed a revised CALLS proposal with the FCC in 
response to comments received on the original proposal. The revised 
proposal has now been set for comment. Under the revised CALLS 
proposal, all price cap rate reductions that occur as a result of the 
application of the existing 6.5% X-Factor, except for those reductions 
applicable to special access, are targeted to reduce interstate switched 
access charges until the average per minute rate reaches $0.0055 per end. 
Once the per minute target rate is achieved, then the X-Factor becomes 
equal to inflation. Rates for special access services are reduced by the 
application of an X-Factor of 3.0% in 2000, and an X-Factor of 6.5% in 
200 1,2002, and 2003. (NOTE: The X-Factor will not be applicable to 
special access services when relief is granted by the FCC under Phase I or 
Phase I1 pricing flexibility.) Thereafter, the X-Factor will equal inflation 
for special access services, as well. See item 14 below for additional 
information on the CALLS proposal. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
Item No. 2 
Page 1 of 1 

REQUEST: Provide a complete price out of the services currently in each market 
basket. 

RESPONSE: The complete priceout of services currently in each market basket was 
furnished with the annual filing on July 1,1999. The priceout required to 
support an annual filing in July 2000 would not normally be available 
until early June. The Kentucky priceout is one of several that are required 
across the region and rescheduling would be difficult due to the receipt of 
various inputs and the scheduling of personnel and resources on a regional 
basis. If the Commission approves the Company’s TRP, there would be 
no need for a 2000 priceout. 



REQUEST: 

RESPONSE: 

BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
Item No. 3 
Page 1 of 1 

Provide a complete price out of the services as proposed in each renamed 
and restructured market basket. 

The revised plan requires no price computation formulas, therefore, no 
priceouts are required. In addition, producing a priceout for the industrial 
category would be considerably complex, given that a priceout for 
Unbundled Network Elements would be required for each CLEC 
operating under different rates. In addition, UNE price changes could not 
result fiom the priceout information, as UNE prices only change as new 
interconnection agreements are forged, or new cost studies are submitted. 

I 
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REQUEST: Would BellSouth advocate that all incumbent local exchange carriers 
(“ILECs”) in Kentucky eliminate their respective non-traffic sensitive 
revenue requirement (“NTSRR”) in the same manner as it is advocating 
for itself? Explain. 

RESPONSE: BellSouth is not advocating that other local exchange exchange carriers 
should eliminate their non tr&ic sensitive revenue requirement (NTSRR) 
portion of access. The Commission could, however, determine that it is an 
appropriate action for GTE and Cincinnati Bell in order to complete its 
Universal Service Fund (“USF”) deliberations in Administrative Case 360. 
Each company’s pricing structure and USF effect are different, and the 
Commission will have to determine the validity of each solution on its 
own merits. 

BellSouth’s TRP comprehensively includes the impact of the USF and the 
resulting elimination of BellSouth’s NTSRR through a rebalance of rates. 
BellSouth believes that this meets the priorities set out by the Commission 
in its USF Administrative Case 360 proceeding, as well as the federal 
access targets being set by the FCC. 
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REQUEST: If the Commission eliminates NTSRR, how will the coming changes in the 
structure of access charges at the federal level be handled in Kentucky? 
Explain in detail. 

RESPONSE: BellSouth proposes to eliminate its NTSRR and to reach the effective rate 
in the CALLS proposal over time. Currently, a revised CALLS proposal 
is being considered by the FCC and a formal pleading cycle has been 
established. However the effective per minute target rate remains $0.01 1 
for both ends of switched access, or $0.0055 per end. The CALLS 
proposal only applies to price cap LECs and is optional for non 
signatories. CALLS requires increases in the federal SLC as switched 
access rates are lowered. BellSouth is capturing these effects through rate 
rebalancing. BellSouth is a CALLS signatory, is confident of the ultimate 
approval of the CALLS proposal and therefore, is willing to eliminate its 
NTSRR as part of its comprehensive rate rebalance plan. 

Access reform for other LECs in the Commonwealth may, or may not, be 
consistent with what is proposed in CALLS. Therefore, rather than 
eliminating NTSRR for all LECs, the Commission might consider zero 
rating the present NTSRR. Then, if interstate access reform increases 
interstate Subscriber Line Charges as switched rates are reduced, those 
LECs can capture the SLC increases in NTSRR rather than create a 
separate intrastate SLC or increase the intrastate USF line item. If 
NTSRR is eliminated, one of these options, or rate rebalancing, is 
available as a means to recover the reduced switched access revenues. 
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REQUEST: Provide the cost studies supporting proposed UNE non-recurring charges, 
as well as all workpapers and explanations. 

RESPONSE: BellSouth’s TELRIC Calculator produces recurring and non recurring 
costs for UNEs. The non recurring portions of the studies are difficult to 
extract from the total study. Pages for the South Carolina non recurring 
loop cost are attached as an example. The remainder of the study is 
voluminous and portions of the study are proprietary. A CD ROM of the 
entire study is being provided to the Commission. (CD ROM enclosed). 
Please see the enclosed petition for confidential treatment of sensitive 
competitive information provided on the CD ROM. 
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EST: a. 

b. 

RESPONSE: a. 

b. 

BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
Item No. 7 
Page 1 of 1 

Provide the UNE price lists by state for all UNEs, llicluding non- 
recurring charges, resulting from arbitration proceedings in any 
BellSouth state. 

Regarding these other state arbitration proceedings, are there any UNE 
rates for which a BellSouth cost model was not used? If so, which 
UNE rates and what cost model were used? 

Attached are the approved UNE rates for each of the nine BellSouth 
states, except Tennessee, with an indication as to the docket(s) in 
which the rates were approved. Tennessee has not yet issued an order 
setting rates in its generic UNE cost docket. The schedules include 
additional UNE rates approved in arbitration cases subsequent to 
issuance of permanent rates. 

In general, the UNE rates shown are based on BellSouth cost studies. 
Where applicable, such rates include Commission ordered adjustments 
for such items as cost of money, utilization factors, etc. Some rates 
were determined by Commission orders which are the result of a 
combination of different cost studies and methodologies. 
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BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staff‘s First Set of Data Requests 
March 10,2000 
ItemNo. 8 
Page 1 of 1 

REQUEST: Is BellSouth aware of any price cap plan containing market baskets 
structured similarly to those in its proposal? Explain. 

RESPONSE: BellSouth is not aware of any price cap (price regulation) plan containing 
market baskets structured similarly to the industrial and retail 
classifications of services as in BellSouth’s proposal. BellSouth’s 
proposed Transition Regulation Plan (TRP) is designed to provide more 
pricing flexibility in the rapidly changing retail market, while 
incorporating regulatory oversight required for services provided on a 
wholesale basis: Unbundled Network Element rates, terms and conditions, 
resale discounts and conditions, and specific regulatory programs such as 
Lifeline and Universal Service. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
S W s  First Set of Data Requests 
March 10,2000 
Item No. 9 
Page 1 of 1 

REQUEST: Regarding Service Quality Measures, is BellSouth aware of any measures 
being contemplated at the FCC which would impact those “services” in 
the proposed “industrial” or “retail” market baskets? If so, list the items 
and explain. 

RESPONSE: If the Commission staff is referring to actual performance measures, 
BellSouth is not aware of any additional measures being contemplated by 
the FCC beyond those measures set forth in the FCC Notice of Proposed 
Rule Making (NPRM) in Docket 98-56. BellSouth’s current Service 
Quality Measures (SQM) includes those measures. BellSouth has also 
stated in several CLEC arbitration proceedings, that BellSouth would 
modify the BellSouth SQM to include any future performance measures 
ordered by the FCC or State Commissions within BellSouth’s territory. 

With respect to the services in the retail market category, the Commission 
will continue to have monthly results on service quality objectives to 
monitor, subject to its decision on changes in these objectives 
recommended by Vantage (see Audit Report, Recommendations IV-R1 
and IV-R2, page 107), and proposed by the Company in the Transition 
Regulation Plan (see proposed tariff section A36.1.3.E). 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
Item No. 10 
Page 1 of 1 

REQUEST: Regarding Service Quality Measures, are there any arbitration proceeding 
decisions or any ongoing arbitration proceedings in any BellSouth state, 
containing Service Quality Measurements that would impact any of the 
proposed market baskets? If so, list by state and explain. 

RESPONSE: Yes. In each of the state arbitration proceedings, whether settled or still 
open, BellSouth has offered the BellSouth SQMs as the appropriate set of 
performance measurements to insure non-discriminatory treatment of 
CLECs, as defined by the Act. The ICG arbitration proceedings in 
Kentucky and Georgia have been settled with the adoption of BellSouth’s 
SQMs. The Tennessee ICG and ITC^DeltaCom proceedings are still 
pending TRA decisions. ITC^DeltaCom decisions in Georgia and 
Alabama are still pending. 

In addition to arbitration proceedings, several states; Louisiana, North 
Carolina, South Carolina, and Florida, have open dockets on performance 
measures that may have further impact. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 11 
Page 1 of2  

REQUEST: For those services in the proposed “industrial” market basket, what 
competitive pressures will discipline BellSouth to maintain high levels of 
service quality, especially after it enters the interLATA markets? 

RESPONSE: Regardless of whether BellSouth enters the interLATA market, it is 
obligated by law to open its network to CLECs in a professional manner. 
BellSouth intends on meeting its commitments for quality of service as 
laid out in its SQMs and VSEEM. In addition, the following will be the 
oversight mechanism for such quality of service: 

1) The competitive pressure to retain CLECs as customers and avoid total 
bypass by facility- based CLECs. 

2) BellSouth’s obligation to maintain high levels of service quality so that 
BellSouth can seek and obtain 271 authority support from the Kentucky 
Commission and approval from the FCC to compete in the long distance 
market in Kentucky. 

3) As part of the interconnection agreements between BellSouth and 
CLECs doing business in BellSouth’s territory, BellSouth has offered a 
Voluntary Self Effectuating Enforcement Mechanism (VSEEM 111) 
proposal. This proposal is based on key, outcome measurements 
contained in the BellSouth SQM, and provides for a three tiered schedule 
of penalties for non-performance. 

Tier-1 enforcement mechanisms are triggered when BellSouth fails on any 
one of the Tier-1 VSEEM measurements for a particular month, and is 
paid directly to individual CLECs. 

Tier-2 enforcement mechanisms are triggered when BellSouth fails at the 
CLEC aggregate level on any one of the Tier-2 VSEEM measurements in 
a calendar quarter. These payments are paid directly to the State 
Commission or designated agency. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 11 
Page 2 of 2 

RESPONSE: (Cont.) 

Tier-3 enforcement mechanisms are triggered when BellSouth consistently 
fails at the CLEC aggregate level on any five of the Tier-3 VSEEM 
measurements in a calendar quarter. Tier-3 consequences are non- 
monetary, wherein BellSouth is offering to discontinue marketing of Long 
Distance in that particular state. 

This 3-tiered approach, particularly Tier-3, will impose significant 
competitive pressure on BellSouth to provide CLECs with non- 
discriminatory performance as required by the Act. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 12 
Page 1 of2 

Rate Group 2 
Rate Group 3 
Rate Group4 
Exception RG 
Rate Group 5 

REQUEST: What does BellSouth see as alternatives if the Commission decides not to 
raise local rates, as proposed in its filing? 

$13.02 $1.28' $14.30 $1.45 $15.75 $2.73 
$13.69 $1.36 $15.05 $1.45 $16.50 $2.81 
$14.34 $1.41 $15.75 $1.55 $17.30 $2.96 
$14.50 $1.45 $15.95 $1.60 $17.55 $3.05 
$17.55 $0.85 $18.40 $0.00 $18.40 $0.85 

RESPONSE: The obvious alternative is a new line item charge designed to generate 
funding for the Intrastate Universal Service Fund. 

The addition of a line item charge is not an alternative that the Company 
endorses because of the number of add-on charges that are already 
required on bills and because these add-on charges are a source of 
customer dissatisfaction with telco billing. 

BellSouth believes that a gradual, scheduled, and modest increase in basic 
rates is a better alternative than the addition of a separate line item for the 
purposes of the Universal Service Fund. The Transition Regulation Plan 
includes a rate adjustment so that an additional line item charge will not be 
necessary. 

The Commission has expressed concern over establishing an intrastate line 
item charge of $4 to $5, and has asked for comments on how the impact of 
the USF on ratepayers might be minimized (see Commission order in 
Administrative Case 360 dated December 10, 1999, pages 5-6). The 
proposed Transition Regulatory Plan provides an alternative to the line 
item charge. 

The following example assumes hypothetical increases in all residential 
exchange rates in 2000 and 2001. These increases are typical of what we 
might propose under the new Transition Regulation Plan. As shown 
below, the resulting increases compare favorably to a $4 to $5 line item 
charge. The increase would also be gradual instead of a flash cut. 

ICurrentIlncreaseI New I Increase1 New I Total I 
I Rates I 5/1/00 I Rate I 5/1/01 I Rate I Increase 

Rate GrouD 1 I $12.171 $1.231 $13.401 $1.351 $14.751 $2.58 



e BellSouth Telecommunications, Inc. 
Kentucky Public Service Commission 
Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
Item No. 12 
Page 2 of 2 

RESPONSE: (Cont.) 

Raising local rates is the appropriate mechanism to achieve rate 
rebalancing. These rates are currently subsidized by other services 
targeted for rate reductions in the plan. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
Item No. 13 
Page 1 of 1 

REQUEST: If NTSRR is eliminated by rolling it into local rates, then how should 
further access charge reform at the federal level be treated in Kentucky? 

RESPONSE: See the response to item number 5. 



BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 14a 
Page 1 of 1 

REQUEST: a. How does the Coalition for Affordable Local and Long Distance 
Services (“CALLS”) proposal affect BellSouth’s filing? Explain. 

RESPONSE: 

a. The CALLS proposal, when adopted, will set the target rate for 
switched access. This rate in the revised CALLS proposal remains 
$.0055 per minute per end. The elimination of NTSRR will put 
BellSouth intrastate switched access at S.008 per end. The remaining 
reductions in intrastate switched access will occur through the 
mirroring process as proposed in BellSouth’s Transition Regulation 
Plan. Should the CALLS target rate change prior to its approval, that 
would change the intrastate target. However, this possibility is already 
reflected in the plan as filed. 



REQUEST: b. 

RESPONSE: b. 

BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
Staffs First Set of Data Requests 
March 10,2000 
ItemNo. 14b 
Page 1 of2 

Since the CALLS proposal agrees to continue with a 6.5 percent 
productivity factor, does BellSouth see any conflict with the auditor’s 
reports, which recommends discontinuation of the productivity factor? 
Explain. 

Vantage Consulting took note of the CALLS proposal in the audit 
report. They viewed the CALLS proposal as the ultimate end of the 
X-factor, not its continuance. In addition, their recommendation to 
eliminate the productivity factor in the intrastate jurisdiction was only 
part of their recommendation. The remainder of their recommendation 
is that there is a more rational, pro-competitive way to capture the 
company’s efficiency gains through infrastructure deployment and 
economic development. The Company has incorporated these 
provisions as important elements of its overall plan. 

As stated in the Memorandum in Support of the Revised Plan of the 
Coalition for Afordable Local and Long Distance Sewice’ filed with 
the FCC on March 8,2000, 

“Under existing rules, the Commission regulates 
interstate access charge levels through a price 
cap mechanism adjusted by inflation and an 
annual productivity offset. The productivity 
offset, or X-factor,” has been the subject of 
extensive regulatory proceedings and litigation, 
and it has created significant uncertainty in the 
marketplace. The CALLS plan is designed to 
end this regulatory gridlock by adopting an X- 
factor of 6.5% to reach target rates for local 
switching and switched transport.” 

Under the CALLS proposal, all price cap rate reductions that occur as a 
result of the application of the existing 6.5% X-factor, except for those 
reductions applicable to special access, are targeted to reduce interstate 
switched access charges until the average per minute rate reaches 

~~ ~~~~~~~~~~ 

Access Charge Reform, Low Volume Long Distance Users, Federal-State Joint Board on Universal 
Service, CC Docket Nos. 96-262,94-1,99-249 and 96-45, Public Notice, DA 00-533 (rel. March 8,2000). 
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BellSouth Telecommunications, Inc. 
KPSC Case No. 99-434 
S W s  First Set of Data Requests 
March 10,2000 
ItemNo. 14b 
Page 2 of 2 

RESPONSE: (Cont’d) 

$0.0055 per end. Once the per minute target rate is achieved, then the 
X-Factor becomes equal to inflation. Rates for special access services 
are reduced by the application of an X-Factor of 3.0% in 2000, and an 
X-Factor of 6.5% in 2001,2002, and 2003. (NOTE: The X-Factor will 
not be applicable to special access services when relief is granted by the 
FCC under Phase I or Phase I1 pricing flexibility.) Thereafter, the X- 
Factor will equal inflation for special access services as well. 

BellSouth expects to hit the average switched access per minute target 
rate in Kentucky in August, 2000 assuming approval of the CALLS 
proposal by the FCC effective with the July 1,2000 annual filing. 
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KY. PUBLIC SERVICE COMMISSION 

AS OF : 03/06/07 Index for Case: 1999-00417 

Jackson County Water Association, Inc. 

General Rates 

IN THE MATTER OF THE PETITION OF JACKSON COUNTY WATER ASSOCIATION FOR ADJUSTMENT OF RATES 

SEQ 
NBR 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

11 
12 
13 
14 

15 

Date Remarks 

10/04/99 Application. 
10/15/99 Acknowledgement letter. 
10/2 1/99 Deficiency letter rejecting & returning tariff, response due 11/5/99. 
10/25/99 RESPONSE TO OCT 21,99 LETTER (JOHN HUGHES JACKSON CO WATER ASSOC) 
12/16/99 Order granting req. for dev;filed date is 11/25; rates suspended until 5/26/00. 

0 1/24/00 Order granting motion of Attorney General for full intervention. 
05/02/00 Order issuing Staff Report; comments or request for hearing due 5/12 
05/11/00 COMMENTS TO ORDER OF MAY 2,OO (JOHN HUGHES JACKSON CO WATER ASSOC) 
05/25/00 SUPPLEMENTAL COMMENTS ACCEPTING PROPOSAL & HAVING NO EFFECTIVE DATE (JOHN 

HUGHES/JACKSON COUNTY WATER) 

07/20/00 Final Order approving rates in Appendix A. 
08/23/00 Nunc Pro Tunc Order amending 7/20/2000 Order. 
08/06/03 First Reminder Letter for information to be filed by utility in response to 7/20/2000 Order; Response now due 

8/2 1 /2003 
08/25/03 John Powell - Jackson County Water Association, - Response to reminder letter of Jackson Co Water Association 

(M) 

(M) 01/19/00 MOTION TO INTERVENE (AG DAVID SPENARD) 

(M) 
(M) 

(M) 06/05/00 AFFIDAVIT OF PUBLICATION (JOHN HUGHES/JACKSON CO. WATER) 

(M) 

Index for Case: 1999-004 17  Page 1 



KY. PUBLIC SERVICE COMMISSION 

AS OF : 03/06/07 Index for Case: 1999-0044 1 

Inter-County Energy Cooperative Corporation 

Deviation 

AEP, KU, LG&E, OWEN, SHELBY, ULH&P-METER TESTING PLAN 

IN THE MATTER OF THE JOINT APPLICATION OF THE UTILITIES: INTER COUNTY ENERGY COOPERATIVE COW.,  KENTUCKY 
POWER COMPANY , d/b/a AMERICAN ELECTRIC POWER, KENTUCKY UTILITIES COMPANY, LOUISVILLE GAS AND ELECTRIC, 
OWEN ELECTRIC COOPERATIVE, SHELBY ENERGY COOPERATIVE, THE UNION LIGHT, HEAT AND POWER COMPANY 
COLLECTIVELY CALLED ("UTILITIES") FOR APPROVAL OF A PILOT METER TESTING PLAN PURSUANT TO 807 KAR 5:041, 
SECTIONS 1 3 , 1 5 ,  16, 17 AND 22 

SEQ 
NBR 

I 
2 
3 
4 

5 
6 
7 

8 
9 

1 0  
11 
12 

13 
14 

15 
16 
17  
18 

19 

20 

21 
22 
23 

24 

25 

26 

27 
28 
29 

30 

31  

Date Remarks 

10/29/99 Application. 
I 1/02/99 Acknowledgement letter. 
12/29/99 Data Request Order, responses from utilities due 1/21/2000. 
01/2 1/00 Mark R Overstreet - Stites & Harbison - RESPONSE TO ORDER OF DEC 29,99 (MARK OVERSTREET JOINT 

UTILITIES) 
02/23/00 Order sched. IC on 3/8 to discuss the utilities' responses to 12/29 Order. 
030  1/00 IC Memo; comments, if any, due in 5 days. 
04/17/00 Mark R Overstreet - Stites & Harbison - PETITION FOR CONFIDENTIAL TREATMENT (MARK OVERSTREET 

KY POWER) 
04/17/00 Mark R Overstreet - Stites & Harbison - RESPONSE TO DATA REQ BY PSC STAFF ON MARCH 8,OO 
04/17/00 Mark R Overstreet - Stites Lk Harbison - MOTION FOR LEAVE TO FILE AMENDED JOTNT APPLICATION 

(MARK OVERSTREET KY POWER) 
04/26/00 Letter granting petition for conf. filed 4/17/2000 by LG&E et.al. 
05/05/00 Order ent.,case s h e  submitted for decision unless req.for hearing filed by 5/15 
054 1/00 Mark R Overstreet - Stites & Harbison - SUPPLEMENTATION OF DATA RESPONSE & NOTICE OF WAIVER OF 

HEARING (MARK R. OVERSTREET) 
08/04/00 Final Order giving the Utilities 20 days to file meter test plan. 
08/24/00 Mark R Overstreet - Stites & Harbison - INTER-COUNTY RESPONSE TO ORDER OF AUG 4,OO REVISED 

AMENDED SAMPLE METER PLAN 
10/09/00 Order ent.,the utilities shall file w/in 20 days a corrected Rev.Amended Plan. 
I0/25/00 Mark R Overstreet - Stites & Harbison - ULH&P RESPONSE TO COMISSIONS ORDER OF OCTOBER 9,2000 
12/12/00 Final Order accepting filing and closing case. 
11/01/01 Marty J Reinert - Louisville Gas and Electric Company - LG&E letter regarding new sample testing plan for 

participating electric utilities 
1 1/09/01 David Graham - Shelby Energy Cooperative, Inc. -Shelby response to Dec 12,OO Order accepting new sample meter 

testing pilot plan 
02/22/02 Errol K Wagner - American Electric Power - AEP reports for annual filing requirements outlines in the utilities revised 

amended sample meter pilot testing plan 
03/01/02 Marty J Reinert - Louisville Gas and Electric Company - LG&E response to Order sample testing plan 
03/01/02 Marty J Reinert - Louisville Gas and Electric Company - LG&E response to Order - Sample Meter Testing Pilot Plan 
04/04/02 William J Grealis - The Union Light, Heat and Power - ULH&P Response to Order Revised amended Meter Pilot 

Testing Plan 
02/14/03 Errol K Wagner - American Electric Power - KY Power revised amended sample meter pilot testing plan appendix A 

section 1 4  also sample plan for 2002 sample test results 
03/03/03 Marty J Reinert - Louisville Gas and Electric Company - Sample meter testing Pilot Plan from LG&E in response to 

Order of October 25,OO 
03/03/03 Marty J Reinert - Kentucky Utilities Company - Sample Meter Testing Pilot Plan in response to Order of October 25, 

00 from KU 
04/02/03 Steve D Greco - Cinergy Communications Company - Revised Amended Sample Meter Pilot Testing Plan of ULH&P 
02/17/04 Errol K Wagner - American Electric Power - AEP revised amended sample meter pilot testing plan 
03/01/04 Marty J Reinert - Kentucky Utilities Company - KU response to Order of Oct 25,OO revised amended sample meter 

testing pilot plan appendix a section I 4  & appendix a section I1 D 3 B KU submits the following 
03/01/04 Marty J Reinert - Louisville Gas and Electric Company -Response to Order of Oct 25,OO revised amended Sample 

Meter Testing Plan appendix a section I 4  & appendix a section I1 D3 B LG&E submits the following 
04/05/04 Charlie T Ploeger - Cinergy Corp. - Response to PSC Order revised amended sample meter pilot testing plan, Cinergy- 

ULH&P annual meter test report 

Index for Case: 1999-0044 1 Page 1 



32 

33 
34 
35 

36 
37 

06/07/04 Letter to American Electric Power regarding informal conference on 5/25/2004 advising that if utility is able to 
demonstrate a manufacturing difference between its D4S meters with serial numbers in range of 68,000,000 to 
68,999,999 and those with'different serial number range, Commission would be receptive to proposal to split Group 
K3D42 into sub-groups. Absent such demonstration, Kentucky Power's Pilot Meter Testing Plan requires all meters 
within a failed group to be tested or replaced within 18 months 

02/18/05 Marty J Reinert - Louisville Gas and Electric Company - Certified test results of all new meters filed by LG&E 
02/18/05 Marty J Reinert - Kentucky Utilities Company -Certified test results of all new meters from KU 
02/28/05 Errol K Wagner - American Electric Power - Letter pertaining to filing of Amended sample metering pilot testing plan 

of Kentucky Power and a date of being filed as March 9, 05 instead of March 1, 05 
02/24/06 Marty J Reinert - Kentucky Utilities Company - Sample meter testing pilot plan from KU 
02/24/06 Marty J Reinert - Louisville Gas and Electric Company - Sample meter testing pilot plan from LGE 

(M) 
(M) 
(M) 

(M) 
(M) 

Index for Case: 1999-00441 Page 2 
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CHAIRMAN HELTON: 

Good morning, we are here in the case of the 

review of BellSouth Telecommunications, 

Incorporated, Price Regulation Plan, Case Number 

99-434. Could we have appearance of the parties 

please? 

MR. MERSHON: 

Madam Chairman, for BellSouth Telecommunications, 

Creighton Mershon and Langley Kitchings, 601 West 

Chestnut Street, Louisville, Kentucky 40203. 

MS. CHEUVRONT: 

For the Attorney General's Office, Ann Louise 

Cheuvront, 1024 Capital Center Drive, Frankfort 

MS. DOUGHERTY: 

For the Commission and Staff Amy Dougherty. 

CHAIRMAN HELTON: 

Is there any member of the public that would l i k e  

to give public comment. 

Mershon, you may call your first witness. 

Hearing none, Mr. 

MR. MERSHON: 

As a preliminary matter we have the affidavits for 

the Commission that we have published notice of 

the hearing per the Commission rules, which I'd 

like to give to the clerk and we have also 

- 4 -  
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provided a copy of our testimony. 

Gerwing . 
We call Mr. 

(WITNESS DULY SWORN) 

MR. KITCHINGS: 

Good morning, Chairman Helton, may I proceed? 

CHAIRMAN HELTON: 

Yes. 

MR. KITCHINGS: 

Thank you. 

The witness, FRED GERWING, having first been 

duly sworn, testified as follows: 

BY 

Q 

A 

Q 
A 

Q 

A 

DIRECT EXAMINATION 

MR. KITCHINGS: 

Would you please state your name and business 

address 2 

Fred L. Gerwing, 601 West Chestnut Street, 

Louisville. 

By whom are you employed Mr. Gerwing? 

BellSouth. 

Are you the same Fred Gerwing who caused to 

be prefiled some 19 pages of direct testimony 

and two exhibits? 

Yes, I am. 

- 5 -  
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Q DO you have any additions or deletions Or 

corrections to your testimony? 

I do have one correction to the FLG-2, the 

price-out for the rebalance. 

attachment to the settlement in the year two 

Louisville rate, we are proposing to add 85 

cents to the present rate to take it to 

$18.40, and we have a typo in the second 

column that says 11$18.50,11 and it should say 

A 

It is the 

$1 8 .4 0 . 'I 
Q Subject to that correction, Mr. Gerwing, if I 

were to ask you the same questions as 

contained in your direct testimony, would 

your answers be the same? 

A They would. 

MR. KITCHINGS: 

Chairman Helton, I would move Mr. 

Gerwing's testimony into the record as 

corrected and we would make Mr. Gerwing 

available for cross-examination. 

CHAIFU" HELTON: 

So ordered. Ms. Cheuvront. 

MS. CHEUVRONT: 

Thank you. 
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CROSS EXAMINATION 

Good morning. 

Good morning. 

Do you know how your other eight states are doing 

competitively wise? 

There is a lot of competitive activity in all 

of our states. Certainly, I think Atlanta, 

Georgia, and Florida we are seeing the most 

competitive activity, but we have many multi- 

state contracts with CLECs and the 

competitive activity is heavy and growing in 

all of our states. 

In mainly business, or are you seeing it in 

residential area also? 

Well, you know, for purposes of 271 I think 

you have one definition; for purposes of your 

question, I'm going to say that we are seeing 

it in all areas because, clearly, with 

wireless services it has become very clear 

when you can purchase a telephone--1 noticed 

the other day a Powertel add for $10 and pay 

$19.95 for a 100 minutes which includes a lot 

of intraLATA long distance and sometimes even 

beyond intraLATA long distance. There is 
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obviously a lot of a folks that are 

substituting wire line for wireless services. 

Cable modems are--there is quite a bit of 

cable modem activity which is cannibalizing 

our additional line services and also 

taking--competitive with us for our ADSL 

services. So, I would say that there is 

quite a bit of activity, competitive 

alternatives for all of our services, both 

residence and business. 

You are talking about the wireless service 

and how it is--you are seeing it--you've seen 

it as a competitor, there is legislation 

being proposed to make the incoming caller 

pay for the minute. 

residential or consumers that have wireless 

phones that is sort of irritating them. 

they are saying they are not going to give 

out their telephone number, do you see that 

as going to make a difference in being 

competitive? 

Q 

From talking to 

And 

A Well, I mean, our--1 think we will continue 

to see lots of wireless activity. I mean, 

that is the way it is in Europe and it 

- 8 -  
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certainly hasn't cut down on that business in 

Europe. So, you know, I really haven't 

studied the effects of caller pay since I'm 

not in the wireless business, I don't 

represent the wireless industry. 

fully expect that to be--continue to be a 

very viable competitor. 

We'll get back to the subject now, I was just 

curious about wireless in competition. In 

the AG's Data Request Number 2 you said there 

was no way that you could report--that you 

could figure out what your rate of return 

would be with what you report to this 

Commission, but, in the FCC, don't you still 

file a rate of return or a Form 4 9 2 1  

But, no, I 

Q 

A Well, the--all of the financials are now done 

on a GAP accounting basis. 

Part 71 accounting some several years ago and 

I think it would be very difficult to try to 

say under traditional rate of return what 

your financials look like because so much of 

our behavior has changed under price 

regulation as opposed to rate of return 

regulation. 

We departed from 

There is a number of things 
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Q 

A 

Q 
A 

Q 

A 

Q 
A 

Q 

we've done that--such as promotions, our 

contract businesses has accelerated, 

accelerating our depreciation, which lowers 

our capital base. I mean, there is just so 

many changes that have been made to try to do 

a retro of our-- 

My question was do you file a form--a report 

or a Form 492 with the FCC which they refer 

to as a rate of return report? 

Since you have it there in front of you, 

obviously, we do, I'm not familiar with Form 

492. 

I can pass out a copy if you'd like--but it just-- 

We do-- 

--on the form it shows that you had--in 1998 

you did a 20.80% rate of return, which is an 

increase since 1994 and you have increased 

every year since 1994. 

see it I do have copies of it. 

I wouldn't-- 

But that's not really the question. 

I wouldn't dispute that we have earned better 

since 1995. 

Okay. Well, that is the question. This 

If you would like to 

- 10 - 
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report shows that you made 15.92 in '94. 

Since your answer says the Commission allowed 

an 11.26, I'm even going to assume that what 

you filed with the FCC may be different than 

what you would file here. And it may be for 

all your nine states and not just for 

Kentucky, so my question was have you done 

well since you have been under the price cap? 

A Have we earned better in 1999 and the year 

2000 than we did in 1995, certainly. That's 

what we were incented to do by this 

Commission. We were put under a Price 

Regulation Plan for just that purpose. 

we done a number of things under Price 

Regulation that traditionally were not 

allowed under traditional rate of return 

regulation in order to obtain those earnings, 

yes, we have. 

risk. We have done a number of things, bonus 

plans for our employees that were 

traditionally disallowed under traditional 

rate of return regulation. 

pricing that was not traditionally allowed 

under the rate of return regulation because 

Have 

We have taken quite a bit of 

We've changed 

- 11 - 
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the risk of changing that pricing creating 

revenue requirement in other categories that 

the Commission didn't want to deal with at 

the time. We have, as I mentioned, we have 

accelerated depreciation which lowers our 

capital base. 

times under traditional rate of return 

regulations because it increased short term 

expense, that was not allowed, even though 

obviously the long term benefit was there. 

So, you know, we have done a number of things 

in the marketplace to increase those 

earnings. And, thank goodness, we have, 

especially, as we find ourselves now having 

to completely rebuild our circuit switch 

network into a package switch network. 

know, when you look at our stock prices, not 

increased since 1998, even though we have 

increased our earnings, clearly, financial 

markets are expecting the kinds of earnings. 

I noticed last night on--no matter which 

business channel you turned to last night-- 

the topic was the AT&T/Media One combination 

approved yesterday by the FCC. 

We tried to do that several 

YOU 

And quickly 

- 1 2  - 
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following that was all the analysts saying 

that the market is not giving much rift to 

the cable and wire line companies because the 

emphasis nowadays by the investors is on the 

wireless side of the business and that our 

ability to raise funds to rebuild our 

networks, whether it is cable or wire line, 

into this package switch network is going to 

be a very difficult task without dilution to 

our earnings. And you see companies setting 

up wireless tracking stocks just to create a 

mechanism to be able to raise money to build 

these new networks and update networks. And 

so, you know, have we earned better, yes; are 

we earning at a point where the financial 

markets are willing for us to--to help us 

finance the kinds of network upgrades, it is 

looks very doubtful. And so, you know, I 

think the earnings have been commensurate. 

If you go back and look at our performance 

against the S&P 500--it is pretty simple to 

do, you go into CNNFN, you type in BellSouth, 

you pull up a three year trend, overlay the 

S&P 500 graph on that and you find that we 
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have only maintained pace with the S&P 500 

over the last three years. 

paced the S&P 500, we run counter cyclical to 

the NASDAC on those same charts. 

overlay the N SDAC over that same time 

period. NASDAC goes up and we go down. And 

so, clearly investors are expecting-- 

investors are expecting rate of returns that 

we are earning and perhaps even higher. 

And as you said, to receive this capability 

of earning better, you were to take some 

risks? 

We have not out- 

You can 

Q 

A Correct. 

Q Did BellSouth support the competition--the 

idea of competition and help push for the 

1996 legislation, maybe not necessarily in 

that form but--1 know everybody had give and 

takes? 

A Certainly. It became clear to us that the 

only way that we were going to have an 

opportunity to participate in the interLATA 

market was by having some legislation that 

broke the dam that we found ourselves behind 

in the court system. And so, yes, we helped 

- 14 - 
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draft that and push for that kind of 

legislation. You know, I think even in 1996 

no one foresaw that--the value of data 

networks and what was going to happen in the 

data network market. 

in the interLATA market, while it is to be a 

full service provider and have a voice piece 

in your package, it brings very little value, 

just that piece brings very little value 

itself to the company. 

going to be to be able to provide the 

interLATA data piece. 

the need that we were going to have to have a 

competitive framework before we were going to 

get the opportunity to grow our business in 

the areas where the growth is coming from. 

You are asking this Commission to eliminate, 

if I understand correctly, the productivity 

factor and instead allow you to deploy 

broadband in rural areas. 

technology allow for data services? 

It is necessary--the kinds of speeds that 

broadband brings to make data services 

viable, yeah, I would say that you need to 

Clearly, the real value 

The real value is 

So, yes, we did see 

Does broadband 

- 15 - 
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Q 

A 

Q 

A 

get to a broadband network. 

And this area is growing, as you previously 

mentioned? 

That is where the market opportunity is, yes. 

And that's where competition is going to be. 

What percentage of your territory already has 

broadband capability? 

Well, broadband comes in a number of 

different forms. 

considered to be broadband, and we sell T-1 

services all across the state. Certainly, 

the Kentucky Information Highway, which we 

have put in place with a frame relay networks 

and the ATM network is a broadband capability 

and we deliver that through our partnerships 

with the independent companies and Cincinnati 

Bell and GTE to all the counties in Kentucky. 

So, we do have some form of broadband 

capability. 

restricted market that is out there today and 

T-1 services certainly aren't the kind of 

broadband capability that a residence can 

make access of. 

services that we typically are looking at 

A T-1 service could be 

Now, that serves primarily a 

The kinds of high speed 
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today in the market to deliver to the mass 

market we offer only in Louisville. Let me 

correct that, we do have a partnership with 

Darwin Networks where we have deployed 

digital subscriber line service in Frankfort, 

Bowling Green and Pikeville on a trial basis. 

So, we have begun to look at the market 

opportunity outside of Louisville through 

that partnership. 

Aside from what you are proposing to do in 

this filing, do you all have any plans to put 

broadband any place else since you already 

have that source? 

Q 

A Presently we do not. The business plans as 

we see them today, and I think it is being 

reinforced by what we are running into in 

Frankfort, Bowling Green and Pikeville, the 

business plans and the demand that is there 

in the marketplace today wouldn't support us 

or any other provider going out there and 

putting a broadband capability, or in this 

case, digital subscriber line service in 

those markets. 

This isn't what you are doing in Lexington or Q 
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attempting to do, I can't remember if you got 

your-- 

Right now we are deploying primarily data 

services over T-1 capability in the Lexington 

market. 

line service deployed in Lexington. 

Why should you be given incentives to invest 

in new technology and services? Wouldn't it 

be to your advantage and to the customers you 

want to keep and hopefully draw in, to 

We do not have digital subscriber 

invest? 

As I said, the business plans presently, if 

you try to do a business case on deploying 

this broadband technology outside of a very 

dense market, it doesn't prove in. You know, 

I think we are going to have to--we are going 

to have to do some very creative marketing to 

even hope to begin to take advantage of the 

kind of deployment we are offering. 

when you talk to the policy folks on the 

economic development side in the Governor's 

office, Aldona Valicenti, and those folks in 

the Information Technology Cabinet, they have 

clearly laid out a path of what their vision 

And yet, 
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is for Kentucky. 

broadband capability and that is why we--our 

first example of how we would deploy looks at 

the KCTCS sites and the Kentucky Rural 

Economic Development Act sites as the first 

targets of where we would deploy this 

service, because I think it is going to take 

a public/private partnership and their help, 

and their pushing along with us. Again, one 

of these creative marketing kinds of things 

to make this investment pay off for Kentucky. 

Will it pay off for BellSouth in the short 

run, there isn't any way that is going to 

happen; will it pay off for Kentucky big time 

short run and long run, I think Kentucky has 

got to do it to position itself. 

add that, for example, if you look at 

Georgia, the Georgia legislature down there 

just passed some tax credits that effectively 

gives us the opportunity to recover the costs 

of this kind of deployment out in rural 

Georgia. There was a bill that was put 

together in the Kentucky legislature, it 

didn't go very far, to incent this kind of 

And that requires to deploy 

I'd like to 

- 19 - 



U W 
m 
4: 
1 

L 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

. 3  

.4 

- 5  

-6  

17 

L8 

L9 

20 

2 1  

22 

23  

24  

investment. So, I think if we are going to 

sit here for another two years and wait for 

the legislature to come back into session, 

that is not a very good alternative. 

think, again, the folks in the Governor's 

Office, Doug Robinson, Aldona Valicenti, and 

those folks would tell you the opportunity is 

going to pass Kentucky by unless we act 

pretty quickly. 

this as an opportunity to rechannel the gains 

in our productivity instead of into rate 

reductions which, as the audit points out, 

are anti-competitive, let's rechannel those 

into this kind of opportunity for doing 

broadband deployment. And that's an 

important focus, we are not saying do away 

with productivity factor, I mean, that--that 

I 

And so, you know, we see 

is the effect of what is happening here, but 

we are not saying give up capturing those 

productivity improvements. 

are willing to share those productivity 

improvements but it ought to be in the manner 

of technology deployment. 

important and the auditors that this 

We are saying we 

We feel that is 

- 20  - 
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Commission hired felt that was important. 

Have you already made any type of these 

investments in your multi-line business 

environment other than just in Louisville? 

Q 

A Not outside of the Louisville market, no. 

Now, in that a multi-line business, a very 

large business, can take advantage of frame 

relay and ATM capabilities, you know, that is 

available to them. Quite frankly, most of 

our frame rely business though has been 

relegated to the Kentucky Information Highway 

and the participants of that highway, and 

that is the reason we have looked to broaden 

the Kentucky Information Highway capability 

for the kinds of participants that can 

utilize that network. We are not seeing a 

lot of that activity outside of the Kentucky 

Information Highway in rural Kentucky. 

I'm not quite sure because I don't totally 

understand this, but, from my understanding, 

when you all used to build your network it 

was done on what I'm going to call a peak 

hour, or your busiest hour of the day. You 

had to be able to cover that? 

Q 

- 2 1  - 
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A It would be engineered on the busy hour, busy day, 

yes. 

You are moving away from that and going into 

a package switched network? 

Q 

A Yes. 

Q 

A 

Does this allow for more flexibility? 

It is a totally different type of traffic 

engineering that you do with a package 

network as opposed to a circuit switch 

network. Clearly, digital capability and 

package switched networks create a whole lot 

of flexibility because they can carry all 

kinds of traffic, whereas, clearly, the 

circuit switch network today can't carry the 

kinds of traffic that is required in the data 

markets. 

Q That was my next question, it will carry more 

traffic then. So, if the network can handle 

more traffic, does that drive down the cost 

per subscriber? 

I don't know that you want to make the cost 

comparison per subscriber between a circuit switch 

capability and the packet switch capability. 

packet switching capability carries with it a 

A 

A 
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certain cost per packet of data. 

that particular unit might be cheaper than a 

minute of use on the network is like comparing 

apples and oranges and, you know, building a 

packet network with a certain broadband capability 

brings its own cost. 

cost over and above what we now have in equipping 

the circuit switch network. The fact is that 

right now we are faced with building our packet 

switch network with a high potential. You have 

got the 706 proceeding having over our head. The 

fact that we are probably going to have to settle 

on an open access basis and at TELRIC prices. 

of that brings a lot more risk to BellSouth's 

decision to deploy packet based networks than it 

does the cable industry or other industries, 

wireless industries, who don't have to sell on an 

open access basis, apparently, and don't have to 

Sell at TELRIC prices. So, our opportunity and 

the risk for the ILEC, for the RBOC, BellSouth to 

deploy a packet switch network carries a lot more 

risk than it does our competitors. 

Q Are the costs associated, you said it is 

The fact that 

It is clearly incremental 

All 

apples and oranges, but could you say if the 

- 23  - 
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cost associated with the circuit switch 

network is greater than what would be 

associated with the packet switch network 

I don't think that that is a viable 

comparison. 

they each provide a certain kind of service 

to customers and, clearly, we can carry voice 

traffic on a packet switch network probably 

more efficiently than we can carry it on a 

circuit switch network. I think I said that 

right, carry it more efficiently on a packet 

than a circuit switch network. 

the voice traffic is really of no consequence 

in this market. 

is where we have to manage our business 

toward. 

a huge anchor of how we handle traditional 

voice traffic over that circuit switch 

network and you have got all that investment 

setting there. 

market we have got to get our packet switch 

network deployed, up and running, if we are 

going to be competitive, because we are 

already well above 75% of the traffic flowing 

A 

They each have their own cost 

But voice-- 

It is the data traffic that 

And so, you know, we are stuck with 

And the fact is in today's 

- 24 - 
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over the telecommunications network is data 

and it won't be long before it is in the high 

90s. 

inconsequential. 

to note, for example, in the WorldCom-Sprint 

merger where the discussions now are to pull this 

thing off. 

pulled an excellent Brer Rabbit routine, don't 

drag me, you know, it looks like they are going to 

sell the long distance, the voice long distance 

piece in order to get the wireless piece of that 

business. So, you know, there is very little 

value in the voice market any more. 

Could you explain to the Commission the technology 

that you want them to allow you to implement more 

rapidly than what you originally planned? 

A Well, that is a very good point because I 

And so, you know, the voice traffic is 

I think it is very interesting 

Quite frankly, I think they have 

Q 

think the important thing for this Commission 

is that no one can say for certain what is 

going to be the best way to deploy broadband 

services over the next two to five year 

planning horizon. 

and put on the table that if you were to 

deploy ADSL to the 31 counties and the wire 

We have done our analysis 
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centers that we have used as an example, and 

we have built the case based on that 

deployment, but we don't know that a wireless 

application--two years from now that a 

certain wireless application or perhaps a 

satellite application for delivering 

broadband might not be the more efficient 

way. What we are committing to this 

Commission is regardless of what that 

technology is, is that by the end of year 

2002 we will have broadband capability in our 

wire centers that serve 75% of the access 

lines in this state. At this point in time I 

would venture to say that is probably going 

to be ADSL service. But I don't think the 

Commission ought to lock itself into a 

particular technology deployment or a 

particular time frame or a particular central 

office, I think what they ought to do is 

require a commitment that we reach a certain 

level and then let us work with Economic 

Development people--Cabinet with the KCTCS 

folks, find out--and find out which of the 

right central offices, the right counties to 

- 2 6  - 



be in, and then let us choose the right 

technology at that given point in time. But 

we are committing to start deploying digital 

subscriber line service this year. As soon 

as this Commission approves this case we will 

spend up to four million dollars this year 

alone and that we will deploy in 31 counties 

by the end of the year 2002. 

This probably goes once again against my lack of 

understanding, but it sounds to me like you are 

trying to raise the rates for voice service to 

your residential customers, yet have them pay for 

data services. But you said voice services-- 

Q 

A Well, I think, clearly, the public policy 

initiatives in this coun--in the United 

States, and the FCC has just dealt with that 

in the CALLS proposal, everyone knows that 

the circuit switch 1FR service is below its 

cost and that there are subsidies in the rate 

structure in both access and business 

services that are helping to pay for our 

universal service and to help pay the cost of 

those--the difference between the pricing 

cost in that market. And so, you know, what 

- 27 - 
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we are asking this Commission to do--because 

by law the Commission has to deal with 

Universal Service Funding issues and has to 

deal with how do you make--how do you entice 

competition into rural Kentucky, and you have 

to do that by shifting the subsidies out of 

the rates and creating the opportunity for 

any provider going into those markets to have 

an opportunity to share in that subsidy--so, 

what we are asking this Commission to do is 

to deal with the universal funding issues in 

a little different manner than a line item 

charge. And to--the plan we have put on the 

table we think would be a gradual transition 

of shifting cost to the local loop, as the 

FCC dealt with in the CALLS order, and it 

would do it on a gradual basis and at a 

lesser amount. 

keeping in our rate structure in our 

competitive rates, we are willing to risk, if 

this Commission will take that risk with us, 

leading a certain level there so that the 

increase in rates to residential customers 

will be much less than it would be if this 

We are willing to risk 
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Commission has to deal with USF on a line 

item basis. 

Q Since you started talking about USF, I'll 

skip ahead a few minutes, a few questions. 

YOU are proposing to increase your 

residential rates and, from my understanding, 

to forego collecting from USF, but there 

hasn't been any order issued stating what you 

would collect or even if you would collect 

yet from this Commission? 

A Well, I think the Commission did a 

preliminary order and if you look at the--if 

you just make a run at the synthesis model 

that synthesis model would say that there is 

potentially 90 to 100 million dollar fund 

here in Kentucky. If those monies would be 

collected on a line item against the ILEC 

revenues, you are looking at something above 

$ 4  and change. If you decide to collect that 

from the revenue base of all providers in the 

state you are looking at something above $2 

and change. So, you know, I think just a 

preliminary look, and the Commission in their 

order said, this is what we see, is there a 

- 2 9  - 
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more creative way to deal with this. 

the auditor looked at some of these issues 

when they spent six months with us and came 

up with a framework--defined a framework. We 

built on that framework in this plan and that 

framework has been confirmed with the CALLS 

order. So, I think it is the appropriate--I 

think it is an appropriate approach. 

I think 

Q But we've seen the USF change between the 

time they issued their order, just what the 

FCC lowered was substantial, so it could 

possibly change even from their order? 

A Well, I think you also have to look at 

whatever that might be. 

a $1.50 or a $1 when that USF line item goes 

in, the present plan would say at that 

particular point in time BellSouth could 

begin increasing residential rates at the 

rate of 10%. Our plan doesn't do that. Our 

plan has a minimal rebalance of 10% in four 

of our rate groups, 8 5  cents in our 

Louisville rate group, which is a much 

smaller percentage. And, so, you know, I 

think our plan handles it correctly. 

Let's say it is only 
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A 

Q 

A 

Q 

A 

Let's get back to your call centers. 

exactly are your call centers going to be 

What 

built for? 

Our call centers? 

Didn't you propos to build some call centers 

in your proposal or did I dream that? 

I don't think so. 

I guess maybe at the informal conference, or 

in something I read, it talked about another 

thing that you all proposed was putting 

before it Economic Development was call 

centers. Did I misread that? 

No. We do have an economic development 

tariff as part of this package which would 

look at the same locations and the same plans 

that the Kentucky Rural Economic Development 

Act looks at and for those companies we would 

have 10% discounts on their rates and waiving 

of installation charges to try and entice 

companies to locate by lowering their 

communication bill in Kentucky. Certainly, 

that has some value, in this plan, and we do 

have an economic development tariff. 

what we are seeing is that I think the 

Now, 
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opportunity for call centers, clearly, the 

KREDA Act entices businesses to locate here 

that are going to do a certain amount of 

business out of the state and call centers 

clearly fall into that realm. 

centers have been an attractive business that 

the Economic Development folks have been able 

to incent to come to rural Kentucky. We want 

to help them with that. 

Maybe that is what--and I misunderstood where 

you were coming from. 

testimony you talk about an adjustment to 

address subsidy, to get prices more in line 

with cost. But this is by your BellSouth 

calculation on what cost is, isn't it? 

I think if you use the FCC synthesis model 

which, you know, I think by any stretch of 

the imagination it is a TELRIC forward 

looking cost, it doesn't include any of our 

embedded cost. Even if you just use that, 

clearly, 1FR rates are below cost, especially 

after you go through your deaveraging--when 

you look at the deaverage requirement. 

Q If I read the audit report correctly, it was 

And, so, call 

Q 

On page ten of your 

A 



0 

e 
m 
m 

(0 N 

0 0 

r 

9 

9 
m 

0 
0 

c 
I 
e3 
[r 
W a 
a a 

I 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

on page 138 of the audit report, you say that 

even if you get a rate increase you will 

freeze rates, but then in your proposal that 

you filed it didn't say anything about 

freezing rates. 

or am I reading the audit report wrong? 

Was there a change of mind 

A I don't know, let me look at page 138 and see 

maybe where you are talking about. 

direct me to where the wording might be? It 

starts on page 137 is--is there a-- 

recommendation number two is about the 

rebalancing. The paragraph there on page 138 

would be the first full paragraph on its own. 

During our discussions with the auditors they 

were researching what would be some potential 

trades and how would this plan work if we put 

a plan together. And we offered up, in the 

spirit of kind of a quasi negotiation, the 

kinds of things that we might be interested 

in doing, and that is what they put in the 

audit report are the, you know, some 

potential. You know, I think what we have 

said in our rebalances is that we would do 

these first two years and then rates would be 

Can you 
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allowed to increase at the rate of inflation. 

That is what is in our plan. 

Let's assume that I agree residential rates 

should increase slightly. 

maybe it might be a better idea to freeze 

them after a couple of years until we get a 

grasp on what is happening instead of just 

letting you raise them to inflation since you 

are employing technology that could possibly 

lower rates? 

I think in this plan the most important thing 

are the principles of the fact that 

productivity factor no longer serves its 

purpose. I think the FCC dealt with the 

productivity factor in recognizing it for the 

ruse that it is and saying, look, it is a 

transitional mechanism that works to lower 

rates. You know, they lost in the courts 

that it had any basis on total factor 

productivity basis and now they don't have to 

go back and defend that. 

important principal that the productivity 

factor and the way it is handled in the 

formula and the way we use it in the baskets 

Q 

Don't you think 

A 

But that is an 
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is really no longer applicable. 

another principal of rebalance is important. 

I think access charge reductions, getting 

down, getting access charges down to the 

.0055 level is an important target. And then 

dealing with USF, and we think we have got a 

better way to deal with USF than kind of what 

is going on around the country. 

those four principles are important. 

go about implementing those four principles 

can be cut a number of different ways. We 

have put one plan on the table, we have tried 

to engage parties in this case in discussions 

about what is it that you want, what is it 

that you need to meet your needs and we think 

we have achieved that. You know, those are 

the kinds of things that we would have been 

happy to discuss with the Commission Staff at 

the informal conference or with you in 

settlement conferences. You know, I don't 

want to get in the position of negotiating 

here on the stand. I will say Vantage 

Consulting has, in their testimony, put in 

another way you could cut this thing. The 

I think 

I think 

How you 
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Q 

principles are important and how you go about 

implementing this, whether you do a two year 

rebalance or a three year rebalance, and then 

you freeze rates for a year or you let them 

go at inflation, you know, there is a number 

of ways you could cut this thing. 

we have got a very effective way to go at it, 

and it meets four areas that we thought were 

very important to this Commission: 

USF, get broadband deployment, have stable 

rates and high quality service, and get 

access reductions. We felt that in looking 

at Commission orders, talking with the 

auditors, those were four important things 

that this plan does and we put one way to do 

it on the table. 

So, you obviously don't think that since 

technology seems to be--the cost of 

technology seems to be decreasing that the 

fairest way for the residential rates would 

be to have a cost study scrutinized before 

rates are written? 

We think 

Deal with 

CHAIRMAN HELTON: 

Written? 
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Q --are raised. 

A You know, how much more are we going to look 

at costs? I mean, we have had cost dockets 

galore and the Commission has got another one 

that it has to go through this fall on UNE 

prices. 

any more that is willing to say that 

residential rates aren't below cost. I mean, 

the FCC has recognized it, I mean, that is 

just a fact of life that we are going to have 

to deal with. You know, why delay further? 

I think the CALLS order has an interesting 

paragraph in it on page 12. 

27 and--in that order--and what they point 

out is it says, "The Commission"--the FCC-- 

"not permit itself be gridlocked into 

inactivity by endeavoring to find precise 

solutions to each component of this complex 

set of problems. It is preferable and more 

reasonable to take several steps in the right 

direction, even if incomplete, than to remain 

frozen with indecision because a perfect 

ultimate solution remains outside our grasp." 

I mean, how much more studying do we need to 

There isn't anybody in the industry 

It is paragraph 
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do? The 1FR rates are below cost, there is 

subsidy in our rate structure, we need to get 

access charges down, and we've got a better 

way of doing it in this plan than utilizing 

the USF methodologies that are out there 

floating around. 

should get on with it. 

Q Is a switch just one cost? 

A I'm sorry? 

Q Like, if you are going to buy a switch, is 

And we think the Commission 

that just a cost? 

A Switch--a switch certainly has a capital 

expenditure component with it, but there is 

lots of expenses that go into maintaining and 

operating a switch and depreciation and all 

the rest that goes with it. Every dollar of 

capital we put in carries at a minimum about 

a 25 cents carrying charge. 

Q If you buy a switch, does that include 

vertical services? 

A Not necessarily. There is right to use fees 

that go on top of that, depending upon which 

package of vertical services you put into it. 

So, the switch itself isn't necessarily the 
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sole factor. 

If a CLEC purchases a switch from you under-- 

with UNE prices, doesn't that include the 

vertical service? Or am I misunderstanding? 

Q 

A No, presently I think there is, and the 

Commission will clear this up in its cost 

docket, I think we would say that there ought 

to be some incremental increase to the port 

charge for a given set of package of vertical 

services. It could be argued that today the 

port charge does include the features, the 

vertical services that come with the switch. 

Is it correct that the UNE services that you filed 

with this filing are the lowest of any UNE 

services you have filed 

Q 

A I don't know, Mr. Rausch could probably 

answer that better than I can. They are 

lower, they are lower than the set of 

deaveraged UNEs that are in the stipulation. 

We are proposing a lower set of non-recurring 

charges, both on interim basis until the 

Commission can have their cost docket. The 

audit pointed out that our UNE charges in 

some areas seemed a little high, as did our 
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Q 

A 

Q 

A 

Q 

A 

Q 

non-recurring charges. And being responsive 

to that audit and, again, bringing some 

value, we were willing to accept lower rates 

to try to get this plan approved. And, so, 

we have offered a set of lower rates in the 

interim which we thought would benefit the 

CLECs until the Commission can go through the 

cost docket this year. 

And do I remember from the informal 

conference that you thought when they went 

through the cost docket they may even be 

lower, or am I dreaming? 

I wouldn't venture a guess as to what the 

Commission might do after everybody puts on 

their proof. 

Do you think the CLEC should pay something 

toward non-recurring UNE costs then? 

Certainly. 

You know, as I'm saying, and, once again, 

this might be a lack of understanding-- 

Let it be noted I did answer yes to that 

question. 

I know and I'm so proud. By lowering access 

and getting rid of the NTSRR, does that mean 
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the IXCs aren't paying--are paying less and 

less towards being able to use your network? 

Well, the price they would pay would be less, 

but I think that it is a matter of getting 

non-traffic sensitive costs off of the access 

charge and put on the loop side, the end 

user. 

reasons why that should happen.. I have to 

tell you that there are competitive 

alternatives, it is in our best interest also 

to get those rates down so that we can keep 

our network attractive and keep as much 

traffic as we can on our network. So, we 

would like a level playing field with our 

competitors. 

and getting subsidies out of those rates, 

getting rid of this non-traffic sensitive 

cost out of those rates is important. 

You said to get the most traffic out of your 

network, then how are they paying to use your 

network? 

They will still pay access charges to use the 

network. 

I pretty much thought the goal was to get it 

A 

The FCC in its Order lays out lots of 

And getting access charges down 

Q 

A 

Q 
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down to virtually nothing? 

A Well, the non-traffic sensitive element, 

which is clearly a subsidy element, I mean, 

it is defined that way as a subsidy element, 

that would be taken to zero. But they would 

still pay an appropriate rate for access 

services. 

arbitrage in this marketplace. 

continue to move access charges toward 

interconnect rates so that someone is 

And the other issue is to avoid 

We need to 

competitively neutral in that decision. 

don't want interexchange carriers buying 

services from a CLEC paying--and getting the 

opportunity to arbitrage interconnect rates 

because there is a big difference between 

that and access charges. And, so, in this 

area of access charges we are seeing the same 

thing. I think it is a very important point 

in this case, the FCC pricing policies, 

whether it is on access charges, whether it 

is on UNE rates, they form kind of the 

gravity, economic gravity in this market. 

That is the protection in this market and 

that is where prices, that is kind of the 

W, 
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gravity where everything is going to go to. 

So, you know, that is--we think that .0055 is 

the appropriate access charge, the right 

market rate to pay. 

As we have seen in the last year the USF 

charges have decreased and I realize they are 

going to go up again because of this CALLS 

proposal but it has nothing to do with the 

inputs, just that they are increasing the 

pot. By raising the residential rates in 

lieu of USF, aren’t you changing something 

permanent that could possibly be flexible? 

Q 

A Well, our proposal doesn’t even come close to 

getting it up to the level. In fact, if you 

just look at the last run of the synthesis 

model and if it does generate between a 90 

and 100 million dollar fund, BellSouth would 

net out of that fund around $32 million. Our 

proposal rebalances rates over a two year 

period of 2 4  million and, so, there is still 

8 million left in the rate structure that we 

are willing to risk out there in the 

marketplace as part of this trade off. 

you know, there is still a lot of room. So, 

So, 
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even if the Commission at some point in the 

future decided, well, you know, the USF 

should have come down, we would still be 

under the level. We are leaving some money 

on the table in this USF situation. 

But by doing it the way you propose that 

means none of your business customers are 

paying anything towards USF; isn't that true? 

Q 

A No. Business customers also--if we get 

access charges down to the .005 level, we 

have taken care of the non-traffic sensitive 

piece there and there is still $ 8  million net 

difference between our proposal, and that 

means that businesses are paying eight 

million dollars somewhere in their rates 

toward USF. 

TELRIC forward-looking cost model, that is 

not to mention our embedded cost situation, 

you know, I think in all of this debate 

everyone has just decided that embedded cost 

don't play a factor and that is just 

something that is out there at risk in the 

marketplace, and that is kind of where it is 

coming out. But even in a forward looking 

If you are just looking at the 
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TELRIC model, we are leaving $ 8  million on 

the table in this proposal. 

As we established earlier, you haven't seen the 

FCC's transcend telephone service report that was 

issued in March of 2000 but at the beginning of 

its universal service section it reads, "High cost 

support enables areas with very high costs to 

recover some of these costs from the support 

mechanisms leaving less costs to be recovered 

through state rates. In this manner the high cost 

support mechanisms are intended to hold down local 

rates and, thereby, further one of the most 

important goals of federal and state regulations, 

the preservation of universal service telephone 

service." 

true? 

Q 

Do you believe this statement to be 

A Yes. And the CALLS proposal still has over 

$600,000,000 in high cost funds that is 

targeted in high cost areas. Clearly, you 

know, I--we are not going to begin to take 

care of the subsidy--some subsidy shifts 

somewhere that is supporting local rates. I 

mean, we don't get near cost with the 

proposal that we have got on the table. When 
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you deaverage UNEs and you look at what the 

cost of providing service to some of these 

rural wire centers versus the 11.17 plus the 

two 10% increases we are proposing, 1 mean, 

they won't even come close. So, I think tha 

there still needs to be subsidy support. The 

FCC has set it up where that subsidy support 

is portable. 

open where it can be portable, and there will 

continue to be subsidy on universal service 

still in the structures. 

It depends on what you read on whether this 

CALLS proposal is so wonderful or not. But 

one way--either way no matter what you read 

BellSouth will probably receive more money 

from the FCC under the USF fund money? 

Our plan leaves a mechanism 

Q 

A There is a $2.1 billion reduction that is 

part of this plan and, so, it is subject to 

check, but my feeling is that there is less 

money following the CALLS proposal coming to 

the companies than there was before. 

Even though they have increased it to 

$650,000,000 from, what, three hundred and 

something? 

Q 
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A I'm probably going to have to let Mr. Rausch talk 

with you about the actual flows before and after 

from the high cost support basis. 

mind that that high cost fund of $600,000,000 is a 

pittance. I mean, it is--it really doesn't--it is 

just a small portion of this whole plan. 

Do you consider telephone a luxury item now 

days or a necessity? 

I can't imagine anybody wanting to be without 

communications. I think that depends on the 

individual. We know that there are some 

people--that there is probably three to four 

percent of people in our society that don't 

want a telephone. 

necessity. 

communication services, three or four of them 

But keeping in 

Q 

A 

So for them it is not a 

I can't imagine being without 

at any given time. 

Q Okay. Here is the hard question. This is what it 

is all about. You have customers that don't 

qualify for Lifeline assistance, and because they 

can't afford it they don't make a lot of long 

distance calls, so most of these access charges 

aren't helping them any. 

charging minimum fees, I understand AT&T says its 

And some companies are 

- 47 - 



2 m 

'D 
m 

: 
N 

8 

cd 
a: 
W 

Q 
a 
a 
(I) 

W 
I- tc 

W 

a 

? 
a 

L 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

cost proposal is going to drop theirs, but I don't 

know if that requires everybody else to or not. 

They don't have a computer, they don't have 

vertical services, and from what I'm told from the 

people I talk to it is because they can't afford 

it. 

if their phone bill keeps going up that they are 

going to have to be a luxury item and no longer a 

necessity. You know, with the cost proposal this 

passing, from my understanding, the participants 

are now, so I'm going to drop the minimum fee, but 

the SLC is going up to the point that they are 

increasing Lifeline to help cover it. But it 

doesn't appear that it is going to be helping 

these POTS customers any. Do you have any ideas 

on what could be done to help these POTS? 

customers? 

I've also been told that they are afraid that 

A Well, today if you qualify for Lifeline, of 

course, you can get up to $10.50 and that 

will go up a little bit for those subscribers 

to take care of the $3.50 to the $4.35 

increase of the SLC. As you have pointed 

out, the PICC charges and the minimum usage 

charges that today flow through to those 
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customers are being offset and the amount of 

money that even your basis POTS customer will 

save will be less even though the SLC is 

going up, those other charges coming off, it 

is still a savings to those customers. 

Affordability is an interesting issue and we 

have done several studies of affordability. 

Probably the one that comes to mind is when 

Jim Sharpe was still on the Commission and we 

used the University of Kentucky Economics 

Department to help us do an affordability 

study and we found some very interesting 

things about affordability. 

that they couldn't afford telephone service 

yet they had cable TV, and would tell you 

that they were going to have to take their 

telephone out. I mean, affordability is a 

very relative term. 

that basis telephone service under a Lifeline 

plan where you can get $10.50 off and the 

rate we charge is--in rural Kentucky, for 

example, is around $ 1 3 .  And that has 

increased dramatically in the last couple of 

years, the telephone service has become more 

People would say 

I can't hardly believe 
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and more affordable. In fact, that has been 

backed up by the fact that penetration has 

increased. 

80s to the 90s in penetration of households. 

Also, from affordability standpoint, if you 

look at age, income, and education, it varies 

across that realm. An older person who makes 

a poverty level--the older population of 

poverty level has a much higher penetration 

of telephone service than do young mobile 

people at that same income level. So, 

affordability is a very relative term. 

think telephone service is very affordable. 

Our plan doesn't change that equation. 

fact, our plan, if the Commission by law has 

to deal with USF, our plan is a better way 

and a more affordable way to deal with it 

than a line item on their bill, plus it 

creates a lot less customers being upset over 

a line item on their bill. And, so, I think 

we have got a very interesting and unique way 

of dealing with it and it does not change the 

affordability equation. 

In Kentucky we have gone from mid 

I 

In 
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MS. CHEUVRONT: 

I'll start sending my complaints to you. 

That's all I have. 

CHAIRMAN HELTON : 

Ms. Dougherty? 

MS. DOUGHERTY: 

Thank you. 

CROSS EXAMINATION 

BY MS. DOUGHERTY: 

Q 
A 

Q 

A 

Q 
A 

Q 

A 

Q 

Good morning. 

Good morning. 

Under the current Price Regulation Plan there 

have been productivity adjustments; how often 

are those made? 

Once a year. 

The date is July 1, correct? 

We file them July 1, effective August 1. 

We have got another one coming up here 

shortly, right? 

Depends on when the Commission approves the 

plan. 

Okay. At those productivity adjustment 

times, since the plans inception, how much 

- 51 - 



L 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

5 

6 

7 

.8  

.9 

! O  

!1 

!2 

!3  

24 

A 

Q 

A 

Q 
A 

Q 
A 

Q 
A 

Q 

money has been returned to the customers? 

you don't know exactly you can give me some 

ball park. 

I'd really rather not guess, I think we've got the 

number here in the room, Amy, if Steve or Jim one 

--I think we can get that number for you here very 

quickly. 

Has money been returned, if I can use that 

phrase, at each adjustment period? 

Yes, it has. 

And who has benefited from those monies? 

All citizens. I mean, if you lower business 

rates, you lower access charges, the benefits 

of that flow to all of the citizens in 

Kentucky. I think I can give you that 

number, I just remembered where I had it. 

Thank you. 

The first one was 3,200,000, the second was 

6,400,000, the third was 6,400,000. 

Have there been four? 

I'm trying to look at this last one. 

the--I'm going to have to check on the last one, I 

don't know what it was. 

Would you accept, subject to check, that it 

If 

I don't see 
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was over seven million? 

A Sur . 
Q And for this proposed change to your Price 

Regulation Plan you are suggesting that instead of 

these adjustment periods, or adjustment monies, 

that the Commission instead allow you to deploy 

advanced services; is that accurate? 

I think there is a number of quid pro quos. 

Let me go back just a minute, Amy, just let 

me correct something. I see now the line, 

the non-competitive basket, I guess, where 

this productivity formula was operating, the 

first one was 3,078,000, 4,669,000, 5,539,000 

and the last one was 7,847,000. So, those 

are the four. 

the low inflation rates that we have 

experienced over the last three or four 

years. 

up, the opportunity for those kinds of levels 

to come down is pretty high. 

whether or not we would sustain 1.8 rate of 

inflation like we have had, I think is 

questionable. 

commitment for the infrastructure deployment 

A 

And those have been based on 

If you consider inflation is going 

And I think 

But besides just the capital 
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there is lots of expenses that go with that, 

like, we don't know yet what kind of 

marketing expense we are going to have to go 

through, what kind of partnerships we are 

going to have to do, and to incent those 

partnerships with ISPs to sell RADSL product 

out there, I think it is clear we are 

probably going to have to come to this 

Commission and ask them to go to the FCC with 

us to do some kind of trial and how we can 

enhance and get ISPs to work with us out 

there to sell this ADSL service. So, you 

have got that situation, we have got the 

economic development tariff in this package 

which brings some value with it. We have got 

to lower UNE package, which also represents a 

rate reduction over the present status quo. 

You know, I think there is a number of value 

creation opportunities in this package other 

than just the infrastructure deployment. 

Clearly, that is the biggest one. 

Over the last four years there has 

essentially been approximately $19 million 

returned to your customers through this 

Q 
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productivity adjustment; is that accurate? 

Yes. 

Of this 19, how much has been in access 

reductions, just generally, do you know? 

No, I don't have that, but, again, I think we 

can probably get that for you, today. 

A sizable portion, though, correct? 

Yes, it has, because we've asked the 

Commission to deviate from the plan rules in 

order to do a cross-basket pricing and to 

target access charges. 

And what other reductions have been made 

There have been some, certainly, some business 

reductions in the 1FB rates, we dropping hunting 

rates, also, would be some other examples. 

Okay, thank you. You mentioned under the 

Attorney General's cross that you were 

committing over the next year, if the 

Commission adopts this plan, to $ 4  million 

deployment of advanced services? 

Yes, that would be $ 4  million in the next six 

months. 

another seven million and the following year 

another four or five million. So, to reach 

The following year we would spend 
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Q 

A 

those 31 offices in the next 30 months, we 

will spend capital expenditures of around 15 

to 16 million or incremental dollars. 

Does this 19 million that has been returned 

over the current plan, in your opinion, 

compare favorably to the 15 to 16 million you 

are proposing for the coming years? 

Well, I think it would compare favorably to 

the potential of what would happen in the 

future. The 15 million, as I say, the most 

recent calculations are carrying charges 

around 25%. So, the 15 to 16 million creates 

around $4 million a year in carrying charges, 

just on the capital expenditure alone. And, 

so, over the same four year period you would 

be looking at something--some $16 million 

would have been returned. So, it would be 

$3 million short from, I guess, we came up 19 

million, yeah, we would have been $3 million short 

if you want to do a dollar for dollar kind of 

analysis here. So, it would have been a tad short 

under that kind of analysis. 

would be ignoring the other value opportunities 

that we have got in this plan. 

But that would--you 

We are not saying 
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that our deployment is the only quid pro quo for 

this situation. 

opportunities in this plan and I think it opens up 

a potential that we could perhaps do more 

deployment. 

with this Commission, down the road, and look at 

how the business plans have worked and look at the 

deployment and see how we are doing and see 

whether there is other opportunities. 

of the beauties of this plan is that we work with 

you all every day, day in and day out, and if at 

any time this plan is not producing what you think 

is a fair and equitable production, given this--I 

mean, we can always be back in this hearing room. 

And so, you know, it is not like--to me it is not 

like we come in and we do the deal and we walk out 

and go away and you don't see us for three years, 

and que serd, sera, you know. We are here, we 

work with you every day. 

producing exactly what we say it is going to 

produce, then we know that this is the ultimate 

place that we have to face. 

We think there is other value 

We would be more than willing to meet 

I think one 

If this plan is not 

Q So, is it your testimony that the access 

charges, the access rates are basically where 
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they need to be for the foreseeable future if 

this plan is adopted? 

A It looks, you know, when you 

CALLS proposal it looks like 

everyone is agreeing that .O 

look at the 

the industry and 

55 looks to be a 

good end gain for about five years and kind 

of see what the market is doing after that. 

Is that rate that you mentioned of .0055 based on 

some agreed target or where does that come from? 

Why is that the number? 

Q 

A Well, you know, I think it is a product of 

some gives and takes and looking at what all 

the industry felt was an appropriate 

combination of elements in access charges as 

getting to be toward cost based. 

think AT&T and WorldCom would agree that it 

is cost based, that maybe there is still some 

more to go. On the other hand, I think we 

would say it has got to have some market 

value in it and I think it has been a product 

of negotiation over several years to arrive 

at that level. 

Do you know what the current access rate is 

of that equivalent charge? 

I don't 

Q 
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A 

Q 
A 

Q 

A 

Q 

A 

Q 

A 

Q 
A 

Yes. 

Would you accept .008? 

No. 

higher than that. 

is .008, it takes about $14.5 million to do 

it seems to me that it is-- 

With the NTSRRR in there it is much 

If we eliminate NTSRRR it 

that, to get the-- 

To eliminate the NTS? 

Yes. And then you would be at a .008 rate 

level. 

How much more does it take to reduce it to 

.0055 as you proposed? 

Around $2.5 million more. So, you are around 

$16 to $17 million it takes to get rid of--to 

get down to the .0055 level. 

Back to the broadband deployment proposal a 

little bit. You have stated that you will 

deploy in 31 counties and covering 75% of the 

customers. Is that 75% of your--BellSouth 

customers in this state-- 

Yes. 

--or 75% of-- 

Yes, we will serve wire centers, we will have 

broadband capability in wire centers that 

serve 75% of our customers. 
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Q Your customers? 

A Yes. 

Q You state at page five of your testimony that 

infrastructure commitment proposal places 

broadband capabilities in the markets that 

would not normally support the deployment of 

these services? 

A Correct. 

Q If the market won't support those services, 

why should they be deployed there? 

I hope it is a chicken and an egg situation. 

I don't think anybody knows what the rural 

market is going to produce. 

think in our--if we do this right with 

Economic Development folks and deploy these 

places where they are trying to entice 

businesses to come and that kind of effort, 

and that, for example, the KCTCS, there was 

just a recent article in Business First where 

KCTCS has joined with SISCO, there will be a 

press conference tomorrow, as a matter of 

fact, to do technology training in sites all 

across the state, all of which we have got 

covered with this deployment. 

A 

You know, we 

The students 

- 60  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o 

1 

2 

3 

. 4  

.5 

.6 

L 7  

. 8  

.9 

! O  

!1 

22 

23 

24 

that will be attending and going through 

that--1 think there is going to be things 

that create the demand and as long as we 

figure out how to tap that demand, again, 

ours is a wholesale product, we are going to 

have to find ISPs and create an attractive 

package that will entice ISPs and create a 

business plan for them that they will join 

and partner with us in selling this product 

out there. I think that--you know, I think 

quite frankly it is a gamble. 

given time did somebody think we needed to do 

rural electrification of the country. 

Clearly, it wouldn't have supported private 

investment at the time but, I mean, look what 

it produced. 

everybody foresees for broadband deployment 

is--it is being deployed in places like North 

Carolina and Georgia because of various 

incentive packages or what have you. 

Kentucky is going to be able to maintain its 

capability to draw businesses, create the 

educational opportunities, we are going to 

have to keep pace. You know, I don't know 

Why at any 

And so, I think that is what 

If 
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what the outcome will be. 

very high risks. 

not going to see COVAD or Blue Star or 

anybody else going there. 

municipals that for--that for the lack of 

anybody else coming under a kind of 

cooperative kind of effort will try to do it. 

I don't know if they will be able to keep up 

with the technology and the kind of expertise 

that it is going to keep to keep that kind of 

network together. 

do it who is going to do it? 

Is BellSouth able to do it because other 

customers outside of that given area are 

supporting the project? I mean, is that a 

form of subsidy? 

I don't think I could argue with you on that. 

Clearly, if we are saying let's capture some 

of this productivity effect and channel it 

toward a broadband deployment and see what 

that does for the economic development 

opportunities for the citizens of Kentucky, 

then that is productivity sharing that maybe 

could have gone in a different direction in 

I think it has got 

And the key is that you are 

There may be some 

But if BellSouth doesn't 

Q 

A 
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terms of lowering some business rates. 

think that to me one of the objectives of 

this Commission is to be pro-competitive. 

You continue to cut the margins out of 

business rates and cut the margins--there are 

no margins in residence rates but even lower 

them even more. I mean, it is not a pro- 

competitive situation. And so, you know, 

what is a better way to capture that 

productivity sharing? 

with you that it is a form of subsidy. 

So, the markets that you refer to that I 

quoted was the private capital market 

wouldn't support investment in that kind of 

region for that use but you are hoping that 

the Commission's order to do so will be 

enough of an incentive and you can use your 

broad customer base to support that in 

And I 

But I couldn't argue 

Q 

conjunction with some public partnerships; 

that accurate? 

I think it is. I think it is going to take a 

lot of work on all of our parts to make this 

work for Kentucky and, you know, I--1 don't 

know that we have a choice. I mean, if you 

A 
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talk to Aldona Valicenti and that group of 

folks, they would tell you we don't have a 

choice. 

Q Your current plan, I'm sorry, your proposed 

plan, does not contain a lot of specifics 

about the broadband deployment, but you just 

testified here today about the four million 

for first year, seven, five and four million 

for the next years. 

commitment that you are making to the 

Commission in that these investments will be 

shown to the Commission each year at these 

levels? 

Is this an actual 

A Certainly. Now, again, let's say in year 

three--what we are saying if we are going to 

deploy ADSL services in the counties that are 

left, it would take $5 million. But if I can 

find some partnership with SISCO and they are 

willing to put it out there for free through 

some partnership with us, I would come back 

and say to the Commission I don't intend to 

spend $5 million, I've found another way to 

do it. Now, at that point we might be able 

to engage in some discussions, well, you know 
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we feel like we'd like to see you do some 

productivity sharing here and we hav n't 

gotten our fair share. 

kinds of discussions. Do we maybe move 

beyond those 31 counties then and push that 

envelope in the market even a little further 

than that kind of opportunity. But I think 

part of the beauty of the Price Regulation 

Plan and this Transitional Regulation Plan is 

it incents us to do those kinds of things. 

My bet is that I will be coming to you in the 

year 2002 and showing you we are spending the 

five million. 

We are open to those 

Q Is it accurate that BellSouth is deploying 

now these advanced services where markets 

will support them? 

Certainly where we think the markets will 

support them, we think there is an 

opportunity in the business case where you 

have got the density. You know, I think Sony 

deployed Beta because they thought they had 

the markets that would support it too. 

Whether ADSL wins out over cable modems, 

whether it is an MMDS application, whether it 

A 
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is a satellite or wireless application 

supplants ADSL on the market. Interes-ingly 

enough ADSL has kind of found a new life for 

ISDN because of some relationships there and 

how it is networked and provided. So, I 

mean, it is hard to say. 

Do you know how much BellSouth is currently 

spending in Kentucky for capital deployment 

of advanced services? 

Let me spend a minute here. 

that the--that this year we will spend around 

2.7 million in our base plan, not including 

the four million we are committing over and 

above for the first 10 or so DSLAMS we put in 

this year. We plan to spend one million next 

year in the Louisville market, and in year 

three it looks like we plan on spending about 

nine million. 

Q 

A I want to say 

Q So, the money that you quoted to me earlier 

are all in excess of that; correct? 

A Yes. So, our total deployment ends up being 

something in the range of 27  million of which 

15 of it will be outside of Louisville. 

Q Okay. On page 11 of your testimony, line 24, you 
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current productivity offset, do you think that the I 

12 

13 want the money, and they are--if you carry 

14 

15 take the Louisville market, I think an 

16 

17 

18 competitive now. With UNE platform, the 

19 

20 

21 

22 moves out of basket one. You are left with 

a, we think you are earning too well, we just 

the present plan to its ultimate, let‘s just 

argument could be made that everything in the 

Louisville market, except perhaps the lFR, is 

capabilities of our competitors, and, so, you 

eventually in the next--over the next two 

years in the Louisville market everything 

I 
6 

7 

8 the current plan? 

9 A 

Commission has penalized BellSouth because these 

rate reductions have been done in accordance with 

I do have a change in my testimony that I‘d 
I n  1 ; l r a  +n T think to continue it on a 

LLRFS L” A L L U I . ” .  & -*---___ _ _  ~ ~ I U  

11 going forward basis it does take on kind of I 

/I 23 the productivity factor acting on 1FR rates, 
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rates. 

doesn't make a lot of sense in this 

marketplace, and it doesn't match a pro 

competitive stance. 

say there have been punitive in the past, but 

on a going-forward basis I think they take on 

that aspect. 

You referenced that to continue with the 

current productivity offset would be saying 

you are earning too much and we need the 

money back. 

this advanced deployment in areas where, 

arguably, a private capital market would not 

support it are not the same thing, not saying 

you are earning enough that we want you to 

make some policy choices with this money? 

This seems to be arbitrary and 

And so, no, I wouldn't 

Q 

How is it--is your proposal for 

A I think it creates opportunity. Whether we 

can capitalize on that opportunity or not 

remains to be seen and it seems to be the 

right public policy objective. 

important as a resident of Kentucky that we 

take a shot at getting broadband out there 

and seeing what we can do for--whether it is 

going to do for in the market. 

I think it is 

And it has 
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certain level and then the element goes away. 

So, you know, I guess o a certain degree to 

continue with a transitional element in our 

plan that drives prices down is a traditional 

rate of return kind of philosophy. 

us capture some of our--letting us channel 

some of our productivity gains in that effort 

into broadband deployment is a different 

policy direction, and that is why I think 

that is appropriate. 

Do you think that there are still areas of 

your rates in which prices could be driven 

down? 

Letting 

Q 

A Certainly. Yes, as I say, just on the basis 

of the synthesis cost model we are leaving 

$8  million in our--probably in our business 

rate someplace. 

in the market as part of our--again, you 

know, we are talking about what is the quid 

pro quo here if you want to get down to a 

dollar for dollar kind of mechanism. 

clearly, that is a big risk, us leaving eight 

million dollars out there in the rates that 

if customers come in and use the UNE platform 

We are willing to risk that 

But, 
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at UNE rates, TELRIC rates, and our business 

rates, hunting, for example, or Touch-Tone 

for business services are driving up the 

effect of price, then that is subject to 

loss. 

On page two of your testimony you state that 

the proposed Transition Plan is more pro 

competitive and provides pricing protection 

for those customers with limited 

alternatives. 

the proposed plan contains more pricing 

protection for customers with these limited 

alternatives than the current price plan 

does? 

Well, first of all, the USF is dealt with in 

a different manner. And so, their rates--we 

don't think their rates go up as much under 

our plan as they do if our plan is not put 

into effect and the Commission has to deal 

with USF. It is a gradual rebalance rather 

than a one time line item. The present plan 

calls for 10% annual increase opportunity, 

the plan that we are proposing here drops it 

to rate of inflation after this rebalance is 

Q 

Could you please explain how 

A 
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done. And, so, that is a much lower 

potential increase for those customers than 

the present plan would have in it. 

talked about before, there might be other 

ways to cut that rebalance and what you do 

with rates there, but the principle is 

important. 

think that there is more price protection in 

the present--in the proposed Transition 

Regulation Plan than there is in the status 

And as we 

And, so ,  those are some ways I 

quo. 

But in the current plan, residential rates 

are frozen until there is a universal service 

plan. 

certainly that is more protection than what 

you've got on Transitional Plan, is it not? 

Well, what that would say is this Commission 

never plans on complying with the 1996 Act in 

dealing with explicit and implicit subsidies 

and not going to do Universal service. 

mean, I would agree with you, if this 

Commission says I'm not going to do universal 

service, I'm not pro competitive, I don't 

care if there is a line item on the bill and 

Q 

So, I mean, with the frozen rates 

A 

I 
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A 

Q 

A 

I don't want broadband deployment, our plan 

doesn't bring anything to the table. If the 

Commission wants to accomplish those things, 

our plan gives you a way to do that. 

CHAIRMAN HELTON: 

Ms. Dougherty, we are going to take a 

break right now. 

MR. MERSHON: 

Thank you Madam Chairman. 

(OFF THE RECORD) 

CHAIRMAN HELTON: 

Ready Mr. Gerwing? 

Yes. 

CHAIRMAN HELTON: 

Ms. Dougherty. 

Thank you. 

point for having any residential rate 

increase under your current Price Cap Plan 

has not occurred? 

I think a case could be made that when the 

Commission implemented a Lifeline Plan that 

that was the trigger point. 

not clear when you go back and read the 

initial orders and the Commission was talking 

Do you agree that the trigger 

You know, it is 
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about universal service protection, when we 

implement universal service, and at that time 

universal service consisted of a Lifeline. 

It was really kind of the concept. And, so,  

I think a case could be made. Now, we have 

decided it is not worth pushing that 

question, but I wouldn't want to 

categorically say that the trigger has not 

occurred. It seems to me that it is very 

clear that when the Commission implements 

USF, deals with it, then that trigger 

certainly has occurred, but I don't want to 

categorically say it hasn't yet. 

Do you think that a case could also be made 

that there shouldn't be any residential rate 

increases until the high cost fund is 

implemented? 

I go back to are we going to delay, how long 

are we going to wait, when do you start the 

transition? 

it needs to be handled. Why not step into 

this thing on a transition basis? 

we have put one plan on the table. 

has proposed perhaps some changes to that 

Q 

A 

The longer you wait the quicker 

You know, 

Vantage 
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Q 

A 

Q 

plan, you know, if you do the rebalance over 

two years, you do it over three years, do you 

do 10% this year and 5 and 5, you know? I 

think there is a number of ways you can cut 

this thing, but it strikes me that a gradual 

rebalance to something that we have got to 

face, inevitably, is the best approach. And 

the company is willing to risk some things to 

incent the process to get on with let's take 

a shot at it to try to move the thing along. 

So, you know, we certainly prefer action over 

delay. 

You would agree with me in Case 97-074, you 

last proposed a residential rate increase to 

the Commission, they rejected that increase 

at that time; correct? 

Yes, and my understanding was based on that there 

wasn't clear understanding of what the cost nature 

was and that there was some feeling we needed to 

wait until some cost work was completed. 

If that is the case, has the cost work been 

completed now so that you think the 

Commission should feel confident in moving 

forward with a residential rate increase at 
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this 

A It s 

time? 

ems cle 

decided on a 

utilize that 

r to me that the Commission has 

cost model. And when you 

cost model to look at the nature 

of cost in the residential market that there 

is a clear picture today that rates--that 1FR 

rates are below cost. And that, to get rid 

of subsidy, some kind of rebalance or USF 

line item has to be dealt with. 

Q Let's talk about some cost issues. On page four 

of your testimony you have descried the two new 

objectives of the Transition Plan. 

A Yes. 

Q Number six is to permit BellSouth Kentucky 

retail rates to move toward incremental cost 

or market price. 

incremental cost for all of your tariff 

services? 

Have you determined the 

A No, we have not. 

Q Given that, how can the Commission be assured of 

accomplishing this goal? 

A I don't know that the Commission will ever be 

assured that it has ultimately accomplished this 

goal. I think it is always going to be a moving 
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target. 

Seems to me even on a TELRIC synthesis cost model 

forward-looking methodology, yes, they are. Does 

the rebalance that we are proposing get them 

anywhere close to the--what is going on in those 

cost dockets and looking at this model, no, it 

doesn't. And so, I don't--you know, I think the 

auditors looked at the five objectives and said 

there is two more things that ought to happen to 

complete what the process is. 

Commission ought to start a gradual rebalance, 

minimal rebalance, and certainly that is what this 

is. 

six, I don't think so. And you all, as you said, 

you all have done this for a long time now, too, 

and to go through and try to do incremental cost 

studies on everyone of our products, it is, you 

know, it is kind of like the brass ring here. 

What do you mean by market price, how is that 

going to be determined by you? How should it 

be determined? 

Again, I think market price would be a moving 

target. 

decisions against. 

Are residential rates today below cost? 

One of those is the 

Will we ever fully accomplish item number 

Q 

A 

It is just something that you weigh 

It is an objective that 

- 77 - 



2 
0 : 
8 
N 

0 m 

0 
0 g 
ol( 
U w a 
B 

B 

u) 
CC 
w c 
U 

w 
U 

U 
W 
u) 

4 

0 
6 
0 

I 
U a 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

1 6  

1 7  

1 8  

1 9  

20 

2 1  

22 

23  

24  

you weigh your decisions against. And you 

look out and you say, okay, what generally 

are competitors charging out there and I 

think you get a feel for a market price. 

competition comes on and, you know, the one 

that comes immediately to mind, it is 

probably the most pressing on us, our primary 

rate interface services that we sell to ISPs. 

Our competitor seem to be selling that for 

around anywhere from two to four hundred 

dollars. 

$1100, It seems the market price, and in 

determining that market price with PRI gets 

into the reciprocal compensation issue. 

market price is someplace in there. You 

know, I think that is just one product. I 

think market price is a moving target, 

something that you always have to weigh on 

each individual case by case decision, how 

close are we. It strikes me that what forms 

market price for 1FR services is kind of 

determined by the UNE pricing philosophies 

and how that comes out. If a competitor can 

come in--a competitor is going to come into 

As 

Our price typically is a $1,000 or 

That 
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rural Kentucky and they are going to weigh 

what is the deaverage UNE platform versus 

what is resale--rate minus resale discount 

and they are going to choose. 

will go out in the market based on the choice 

of one of those, put some kind of margin or 

markup on it that they want to be in the 

business for, and that will form the market 

price for 1FR service in that category. So, 

again, I think it is on a case by case basis. 

It is an objective, it is something out there 

to weigh your decisions against. 

And then they 

Q I'd like to talk about cost studies with you 

for a moment. In the response to the 

Attorney General's question number 7 you 

stated that there had not been any recent 

cost-of-service studies done. But then you 

relied upon the results of the BCPM model 

filed in Administrative 360 and said that 

that was the statewide average of $39.48; is 

that accurate? 

A Yes, it is. 

Q Is the average cost per line in the BCPM 

comparable to the basic rates as suggested or 
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must additional revenues be included to have 

comp rability? 

A I mean, you know, this is the age old 

argument of how we set up the USF fund. 

we maintain that universal service supports 

basic services and you ought to look at the 

revenues associated with basic services and 

weigh that against the cost. 

vertical services and the other factors ought 

not play a role in determining what kind of 

support you need to support basic services. 

There are others that disagree with that and 

say that providing basic service brings the 

market opportunities to sell these other 

services with them. So, you know, our 

answer--BellSouth's answer to that is that 

you should only consider the revenues for 

basic services, when comparing it against 

basic service costs to determine what support 

level is there. 

In the May 1998 Order in Admin 360, did the 

Commission adopt the BCPM? 

It strikes me that you adopted the synthesis 

cost model but I'm not sure about that. Mr. 

Now, 

And that 

Q 

A 
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Q 

A 

Q 

A 

Q 

A 

Q 

Rausch, I think, can answer those kind of 

details about the cost models. 

Has the FCC continued to examine the 

appropriate cost model for a national USF? 

It strikes me that they are still looking at 

various kinds of inputs and that kind of 

thing and did not make that kind of final 

determination. It just goes on and on and 

on. 

You would agree with me that this Commission 

adopted the HA1 version, 5.O(A), for USF 

determinations; correct? 

At that point, but, again, I'd let Mr. Rausch 

speak to the cost models. It strikes me that 

you have also asked for input about the 

synthesis model, but I'm not certain about 

that. 

If you want Mr. Rausch to answer this question 

that's fine, too. The latest of FCC models that 

were adopted, do these support your observations 

that rural rates are still below costs? 

Yes. 

You have mentioned the Commission's cost 

docket that is pending, Administrative 382. 

- 81 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o  

.1 

.2 

.3 

.4 

.5 

.6 

.7 

.8 

.9 

! O  

!1 

!2 

!3 

!4 

Why wouldn't it be better for the cost to be 

determined and examined in that docket prior 

to the changes that you have proposed here 

today? 

A You know, again, how long does the search go 

on for the ultimate answer. I think we know 

enough today to know the timing of renewal of 

the plan, we filed the plan back in December 

that was filed following a six month audit 

ordered by this Commission. 

record from that audit, the recommendations 

from that audit, it embodies and is 

reinforced by the recent FCC CALLS decision, 

it moves ahead with reducing access charges, 

it moves ahead rapidly with deployment of 

broadband capabilities. We know that 1FR 

rates are below cost to a greater extent than 

we are even off--that we are even making up 

with this. I see no reason why to wait. If 

broadband deployment is important, if 

reducing access charges is important, if 

getting our--keeping our pricing on a pro 

competitive basis is important, then we ought 

to go ahead and move ahead. 

It embodies the 

Status quo and 
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Q 

A 

Q 
A 

Q 

delay just puts off the benefits. I mean, 

that--and that is what the FCC said in the 

CALLS proposal. You know, everybody--you go 

--these same people brought up--folks brought 

up these series of questions and the FCC kept 

knocking them down saying we are delaying the 

benefits of some of this--of these proposals, 

we are delaying the benefits and why do that, 

and, so, let's get on with it. That was 

their opinion and I think that's where we 

are. 

Let's talk a little bit more about your 

capital investment. How much capital 

investment has been deployed in Kentucky 

annually for the last three years; do you 

have that figure? 

No, I don't. I can tell you it has been 

between $140 and $160 million. 

What types of investments have been deployed? 

It ranges all the way from POTS, basic line, 

outside plant, fiber, circuit, switch, data, 

it is all levels of telecommunications 

services. 

What is your current capital budget? 
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For the year 20001 

Yes. 

It is probably going to be in the--the budget 

itself is probably in the $130 million range. 

But I think given the last forecast I saw 

where access lines are down from last year 

but they are running ahead of forecast, and, 

so, we will probably over spend that budget 

some. 

How much of this $130 million deployment 

accounts were broadband? 

It is what I mentioned before. 

The 2.7 million 

Let me confirm for you. Yes, for the year 

2000 2.7 million. And we will be adding, as 

I said, we will be adding 3 . 8  million to that 

in this last six months if the Commission 

approves the order, approves the plan. 

You talk about the general assembly and some 

of the work done there, was there a bill 

proposed to expand local EAS, extended area 

service? 

It seemed to me we faced several efforts in 

the legislature this year to deal with that, 
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A 

yes. 

Are there other states that BellSouth has 

been required to provide county-wide or 

similar calling scope type plans? 

Yes, we have county-wide service in Tennessee 

and Georgia. 

What would you think of the idea of investing 

substantial level of capital to achieve county- 

wide calling in Kentucky? 

Well, first of all, we do have even broader 

than county-wide calling in Kentucky. 

area calling service plans target communities 

of interest, very often that is a county-wide 

kind of situation, sometimes it is not. I 

think the beauty of our plan is that we look 

at communities and we target community of 

interest, those are the kind of plans we put 

in. So, we do have a county-wide service. 

To go to a flat rated EAS and spend capital 

to do that is a much bigger waste and brings 

no value to the consumers. 

might, I mean, if you listen to a legislator 

and at least on the surface they think it 

brings a lot of value, but it wouldn't--I 

Our 

They think it 
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don't think--I think it brings even less 

value than the potential of our broadband 

deployment, that would be a total waste of 

infrastructure. I think would we be willing 

to sit down and talk about, you know, if 

customers have particular needs to call a 

county seat and is there a way to do that, 

through a rate structure kind of approach as 

opposed to doing capital investment, making a 

plan available for customers on an optional 

basis as opposed to flat rate mandate across 

all customers, we are certainly willing to 

sit down and talk about those kind of plans. 

You know, if our customers are demanding 

those kind of services, we want to figure out 

how to address them. For the most part over 

the years we have been able to do that 

through our area calling service efforts. 

And, you know, if we need to focus those a 

little more, at little different price 

levels, we are willing to talk about that. 

But to just--to put capital out there to deal 

with county-wide plans and the level of 

expense that would take would be--1 think 
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would be a huge mistake. 

Q Okay. 

A You know, some of the county-wide issue has 

been precipitated because of LATA boundary 

problems. Hopefully, we are within 18 months 

where the LATA boundary problem goes away. 

And so, there are solutions, there are rate 

solutions and market solutions on the horizon 

that would say to spend money on 

infrastructure deployment for that purpose 

would be a real waste. 

Q The 18 months you referenced, is that 

BellSouth’s projection for meeting the 

standards of Section 271 in Kentucky? 

A That would be a real outside date. In talking 

with legislators I don’t try to be too optimistic. 

You know, the present schedule is that the Florida 

test would be finished by November, that the cost 

docket would be wrapped up this year and, 

hopefully, we would be back talking with this 

Commission in 96-608 the first quarter of next 

year and would get a decision sometime later. 

I mean, it could be as early as 12 months, but I 

don‘t want to mislead a legislator as we are 

So, 
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trying to talk to them in terms of what the 

potential solutions are. 

18 month period as an outside date for when we 

could put some kind of plan on the table to deal 

with some of the LATA wide--LATA situations in 

counties. 

There is some federal legislation pending so 

called the Data LATA Bill. What about the 

effects of that on your proposal here; are 

there any? 

On the discussions we are having about 

county-wide voice? 

So, I've been using an 

Q 

A 

Q No, just on the Transition Plan? 

A No. You know, it--the interLATA data relief 

would allow us to do data services across 

LATA boundaries without--before we--outside 

of the 271 issue and that really doesn't have 

anything to do with what you are doing down 

at the wire center level of deploying 

broadband services. It does enhance your 

broadband capability because you can be a 

full service provider to your largest 

customers that require interLATA data 

capability. But it really doesn't have much 
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to do with changing the business case on 

deploying of broadb nd in rural environment. 

Q And if that federal legislation is enacted, 

would BellSouth still pursue 271-type 

checklist? 

A Oh, absolutely. I mean, we, to be a full 

service provider, we have to be able to carry 

the interLATA voice. I don't know that it 

brings--it certainly doesn't bring the value 

to the table that the interLATA data market 

does, but you need to be able to offer the 

full package. And, you know, we fully intend 

to continue with our 271 efforts to open our 

local markets. That is a separate issue. We 

are committed to opening our local markets 

and we think we have done a good job in doing 

that. 

Q And would the enactment of that federal 

legislation affect the time frame in which 

you would seek to meet the 271 checklist in 

Kentucky? 

A No. We are on track to do that based on the 

time schedule that I told you, and if that 

bill were to pass tomorrow we would stay on 
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the same track and, hopefully, accelerate it. 

Q Let's talk a little bit about the last 

general assembly's enactment of a sales tax 

on access charges. Effective June 1, 2000, 

ILECs in the state were required to begin 

assessing a 6% tax on services rendered 

reflecting in Accounts 5082, 5083, and 5084. 

A Uh-huh. 

Q Do you assume these additional costs will be 

absorbed or passed on to the ultimate 

consumer? Do you have any knowledge of that? 

A I have to assume that they will be passed on 

to the ultimate consumer. Now, keep in mind, 

you know, what is happening here is that 

while--well, and part of this is January of 

2001 access charges begin on the interstate 

SLC. You know, in that that they are 

offsetting the SLC--in that they are 

offsetting reductions from the PICC and in 

that access charges are moving from the non- 

traffic sensitive and switched elements over 

to the SLC elements, some of this would be a 

wash to the customer, but any increased cost 

are ultimately going to be passed on to the 
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consumer. 

Q Let's talk abou mirroring xcess charges for 

a moment. We have had lots of discussions 

over the last four years about how this 

should be done and referenced those in some 

previous Commission Orders. Does BellSouth 

have any suggestions about how we might 

better approach this issue in the future? 

A Well, it is certainly one thing is clearly 

changing with our proposal, reducing--taking 

the NCSR element to zero and, basically, 

doing away with it. 

there is reductions that at the interstate 

level shift over to the SLC or SLC is shifted 

to the PICC or other non-traffic sensitive 

elements, we shifted those to the NTSRRR 

fund. In the future if--what we would 

propose is to continue mirroring in the 

access basket. That's the reason that our 

categories or baskets that we set up, we kept 

an access basket, so it is clear we continue 

mirroring interstate charges. And on a going 

forward basis if the .0055 is reduced and the 

FCC increases the SLC to make up for the 

Today when we mirror and 
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reduction of the .0055, where in the 

intrastate arena we would have shifted th t 

to an NTSRRR element, that element would be 

gone. And, so ,  that is just another further 

give up, I guess you might say, or change in 

the way the access charges are calculated 

today. So, I think mirroring has worked 

pretty well and easy for us. I mean, it has 

been administratively easy and we would 

propose that we continue the mirroring 

concept. 

Q With the elimination as you propose it of NTS 

where is it--is it BellSouth's proposal, 

then, that the--any amounts of money that are 

not mirrored by current charges just be 

absorbed by BellSouth or where will they be 

reflected? 

A You know, our commitment in this settlement 

is that we would not grow the NTSRRR in the 

same manner that we have grown it in the 

past. So, yes, there would be some 

absorption beyond that .0055 level. That has 

been a bone of contention between us and 

interexchange carriers, obviously, because of 
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the rulings you all have had to make and the 

cases you had on it. 

to clear that up. We think this plan is that 

important, that is the reason we tried to get 

that in the settlement. 

We are willing to try 

Q If the Commission accepts the reduction of 

the access charges as you have proposed, what 

do you propose for toll rates for BellSouth? 

Would there be any effect? 

A Our toll rates are in our competitive basket. 

We try to--that means we can--we respond to 

the market. If we lower access charges and 

our competitors lower their toll rates, if we 

are going to be responsive to the market, we 

would have to lower ours. There is no 

relationship between our toll rates and 

access reductions that we give to 

interexchange carriers except for the effect 

out there in the marketplace. And we have 

done our toll reductions through packages, 

area calling service expansions, those kinds 

of things. 

Q Do you have any--scratch that. You talked at 

some length with the Attorney General about 
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Q 

A 

Q 

earning and I'd like to carry on just a 

little bit more there. On page 13 of your 

testimony you state that under the PRP, the 

Price Regulation Plan, profitability was 

measured by a rate of--probably by return on 

equity and that is not a viable regulatory 

measure since the objectives of the plan were 

to promote innovative competitive 

opportunities while still providing quality 

service in non-competitive services. Does 

BellSouth derive a large portion of its 

revenues from non-competitive services where 

the market cannot set the rates? 

I'm sorry, Amy, did you say page 13,  my 

testimony must be different pages or 

something, my page 13 is all about service 

objectives. 

I'm sorry I think I got something mixed up here. 

This is not your question. 

I'd be glad to take a shot at it if you'd 

like. It sounded like an interesting one. 

That's all right. You talked about your 

healthy earnings and you did so with the 

Attorney General. Do you foresee that as 
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continuing in the future? 

A Well, I guess the first thing I vould quibbl 

with you is over the use of the term healthy. 

You know, I don't think the financial markets 

think they are so healthy. They are not real 

enamored with our business plans right now. 

And so, I'd first quibble about that term. I 

guess, secondly, it strikes me that after 

price regulations, certainly under 

transitional regulations, have we earned 

better than we did before; yes, we have. But 

it strikes me that earnings ought not be a 

consideration in this kind of case. Having 

said that, I think if you look at our most 

recent quarterly report, we have probably 

shouldered and, you know--can we sustain the 

kind of growth we have had, clearly, we 

have--clearly, our--we have probably taken 

all the advantage we can of reduction of cost 

through employee head count. In fact, we 

have reversed that, now we are hiring 

employees. 

getting our capital base down through 

accelerated depreciation. That is probably 

We have taken the advantage of 
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leveling off. 

even our own 

Items 

DSL pr 

like additional lines, 

duct cannibalizes 

additional lines and so over this time period 

we have had tremendous growth in additional 

lines. That is slowing down. You know, 

there is just lots of indicators out there 

that say we have got our work cut out for us 

to maintain an earnings level that is 

attractive in the financial markets. You 

know, I would quibble over the term healthy 

and to me it strikes me that earnings--what 

does that have to do with what we are talking 

about, you know. You have incented us to do 

those kinds of things, that's the purpose of 

the plan, and we have done them. 

Q So, is it your testimony that the Commission 

should not consider your earnings in terms of 

deciding whether now would be an appropriate 

time for a residential rate increase? 

A You know, first of all, the residential rate 

increase is revenue--it is a revenue neutral 

item. 

back to the question you didn't ask me a 

little bit here, most everything that we have 

It really--any of the--I'm going to go 
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done in terms of improving our earnings level 

commensurate with the market requirements has 

been done outside the non-competitive basket. 

It has been on other items and other ways we 

have managed our business. 

residential rate increase is to deal with 

universal service. It is revenue neutral, it 

has nothing to do with increasing revenues to 

our company. And, yes, I don't think the 

Commission should take into account at all 

our performance under price regulations from 

a financial standpoint in determining whether 

this is the appropriate thing to do. I mean, 

underlying your question shouldn't we absorb 

USF? There is lots of reasons on why that 

shouldn't happen. That is a very non- 

competitive, anti-competitive issue. It is 

not portable. 

we shouldn't just be required to absorb the 

subsidies that are out there in the rate 

structure. 

And so--and the 

There are lots of reasons why 

Q Are you suggesting, then, that if the 

Commission felt that your earnings were 

overly healthy, I know you won't like that 
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term, that there should be no action taken by 

the Commission regarding that matter? 

I really don't see how you deal with USF or 

broadband deployment or pro-competitive, I 

don't see how you deal with any of those 

things in the context of how we have 

performed financially. To me, there is a 

total disconnect there between those items. 

The Commission could decide today--it is just 

in the context of price regulation I don't 

make the connection. The Commission needs to 

move on USF broadband deployment, getting our 

A 

pricing rebalanced in a pro-competitive 

manner regardless of what we have earned. 

We talked some already about your plan for 

substituting this rate increase for USF ani 

that there would be no line item or no 

identified universal service high cost 

portion for your customers. 

affect the portability of the Universal 

Q 

How will that 

Service Fund for other competitors that may 

compete against you? 

A Yeah. We have made the commitment that as 

competitors come into our market and meet the 
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Q 

A 

universal service criteria of the way they 

provide service and if they have the right to 

draw from Universal Service Funds, that we 

would pay our share of--into a fund that they 

could then draw from. And, soI a competitor 

could come in, serve customers in one of our 

high cost areas and get the same support 

level that we would have gotten for those 

customers, and BellSouth would pay in its 

share to support that competitor coming in. 

And soI portability implies a competitor has 

access to the funds the same way BellSouth 

would and under our plan that continues. 

Let's talk about the basket service proposed 

in your Transition Plan. 

audit report there may not be a basis for 

redefining the existing three service 

categories. Why did you choose to change 

those now, to propose changing those now? 

We tried to come up with a plan that was-- 

that dealt with all of the complex issues. 

And I think for the last two years the 

majority of what this Commission has had to 

deal with BellSouth has been over wholesale 

According to the 
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issues. And, so, we just felt--and, also, if 

a productivity factor is no longer--there is 

no formula, that is the whole purpose of the 

categories of baskets under the present plan 

is to define how you are going to do price 

changes in those categories. The Transition 

Regulatory Plan moves away from that and, so, 

if there is no productivity formula working 

on a particular basket, then the basket 

really has no meaning. The present baskets 

have no meaning in terms of how this 

Commission regulates us by wholesale, retail 

and access. And, so, we just felt that that 

was a better line up to focus the debate on a 

going-forward basis and that we had a plan 

that was all inclusive. I would tell you 

that we came up with that after we sat down 

and looked at the audit, we thought about the 

four objectives that we think this Commission 

is interested in, looking at the objectives 

of the price regulation, we said this seems 

to be a better plan. So, we really never--it 

was after the audit that we--as we were 

putting this plan together that we came up 
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A 

Q 
A 

Q 

with these categories. We think it is a 

better way. Again, there is lots of ways you 

could cut this and if the Commission felt 

that there were too many changes it is 

something we could live with, as long as the 

principles that the auditors found and we 

think are important stay in place: 

Rebalance, get rid of the productivity 

factor, deal with USF. 

Let's talk about these baskets in more 

detail. You have three proposed; correct? 

Yes. 

YOU mentioned access. Are there additional 

changes or is that still basket number two under 

the current plan? 

It is the same basket as basket number two. 

With no other changes, with no changes? 

Right. 

this mirroring thing. We are still proposing 

that that basket would operate in conjunction 

with what happens in the interstate market. 

Okay. So, the way that basket two services 

or the access basket is regulated under the 

Transition Plan, as you proposed, is 

That way we don't get confused on 
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identical with no changes to the way it is 

regulated under the current Price Cap Plan? 

A It mirrors interstate. 

Q What about the retail basket, how does that 

differ from the category one services now? 

A Well, we feel that the controlling factor on 

retail prices on a going-forward basis are 

basically the UNE pricing philosophies at the 

FCC. As I said, that kind of forms the 

gravity base for where prices can go. It is 

already operating in, say, like, the 

Louisville market where we, in our rebalance, 

we only proposed 85 cent increase in the 

Louisville market because when you sit--when 

you look at what we think where the UNE 

platform will come out, our pricing 

philosophies are to try to get our retail 

rates minus the resale discount equal to the 

UNE platform rates, so that a competitor is 

competitively neutral on how they approach 

us. So, we feel that the UNE rates are 

forming that control over that retail basket 

and that there is no productivity formula 

working on that basket any more. We pull 1FR 
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rates out and deal with them separately, 1FR 

and if the Commission wants on single line 

business rates, we would pull those out and 

deal with them separately. But the control 

on the retail market is--are the UNE rates 

that the FCC puts into--and this Commission 

puts into effect. 

Q You talked about the UNE pricing as the 

control, does that mean under your proposal 

that the Commission would set the UNE prices 

under Admin 382 and that would be the maximum 

on a per service basis for this? I'm not 

sure of the translation and I wanted you to 

explain it? 

A It forms the effective market cap. I mean, 

if we try to raise prices much above that 

platform, we just continue to increase 

margins and open more to competition. And, 

so, its reliance on--it is relying on the 

market to control the prices in that basket. 

For example, how can--we can't--if we go try 

to raise vertical service rates and they are 

included in the port charge there is only so 

much you can do with that before you open the 
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Q 

A 

Q 
A 

Q 

A 

door to more competitors coming in and taking 

your business. So, they form a very 

effective control. 

mind that we are pulling 1FR out to deal 

with--the 1FR and the single line business to 

deal with that on a separate basis. 

You have talked about wholesale basket, is 

that your industrial category? 

Yes, it is. 

And what is in the industrial category? 

It would be anything we sell on a wholesale 

basis. It is the UNE platforms, the 

unbundled network elements, those kinds of 

items 

Looking at your proposed tariff and you have 

four items listed in there, Lifeline--I'm 

wondering why--well, you have Lifeline resale 

discount, UNEs that are not tariffed, and the 

USF fund. Why is Lifeline in your industrial 

category? 

Well, to us it is a category of price that 

lays out very specifically, as do the other 

prices, nothing changes until the Commission 

does cost studies and there is no pricing 

And that is keeping in 
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rule outside of cost study support. And it 

kind of fits in that category better. 

Because it is not market driven, is that the 

reason? 

Primarily, yes. All the prices in the 

industrial category are subject to very 

specific Commission action. 

Is that why you don't have pricing rules 

associated with that basket in the proposed 

tariff? 

The pricing rules are the cost--the pricing 

rules are the action of the Commission, in 

effect. 

In your proposed tariff what did you mean by 

not--the UNEs that are not tariffed? I'm 

looking at--1 don't know if you have the 

proposed tariff in front of you but I'm 

looking at the 9th revision to page four. 

I think I do. And, so, you are just asking 

me that one line that says unbundled network 

elements that are not tariffed? 

Yes, what does that refer to? 

Well, you know, to me that is UNEs that are 

determined maybe through arbitrations, 
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arbitration through contract, as an example. 

We will--obviously, we are--we will propose 

in our 96-608 our--we will propose a SGAT 

some place along the line, however the 

Commission determines to handle that thing. 

And, so, that will be--that will have a 

tariffed set of UNEs in it that someone who 

doesn't want to use a contract or arbitration 

will have access to, as opposed to other UNEs 

which will be set by this Commission through 

arbitration or whatever. 

Q Okay. Under your current plan the categories 

are broken up by service and the unbundled 

network elements hasn't really been 

categorized; is that accurate? 

A That's accurate. 

Q So, you are really changing the whole 

definition of a category from a service to 

everything you have that has a price tag on 

it; is that accurate? Or how is this 

changing? 

A It's the more--it is set up more by the 

particular market that it serves, whether it 

is a retail wholesale or the IXC market. It 
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is set up by markets so the Commission can 

look at--1 mean, again, it is just a 

comprehensive plan that says here is the 

regulatory paradigm this company is operating 

under. And it lays out very specifically, by 

market, how that market pricing is done. In 

the retail market it will be done--the 

company will be free to change prices based 

on the presumptable validity definitions in 

the tariff and in the TRP tariff. And what 

the Commission is relying there are UNE 

prices to control what we do in that market, 

except for the 1FR which is pulled out and 

has it own rules. The wholesale basket, it 

is done by Commission action through--we 

can't change a rate unless we come to the 

Commission and have cost studies to support 

that change in the rate. And the access 

basket it is controlled by mirroring at the 

interstate level. And, so, each market has a 

very specific set of rules of how the prices 

are going to work in that basket. 

Is it accurate to say that your changing of 

the categories in this tariff, that you are 
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proposing for the Commission, has as one of 

its goals to eliminate a distinction between 

a resale market and a UNE team market, 

pricing distinctions? 
any 

A Not specifically, no. That is not a goal we 

have set up. I mean, we-- 

Q I misunderstood you, I thought earlier you 

had mentioned that. 

understand the statement that you made about 

the retail market being controlled by the UNE 

prices? 

I'm still trying to 

A Well, again, if the UNE platform rate turns out to 

be $10 for a loop and a $1.20 for a port, and a 

certain amount for usage, and that totals up on 

average to, say, $14, we obviously in a--like a 

business rate, which right now in Louisville, say, 

is $31, we obviously can't raise that to $40 

without opening that--1 mean, there is some level 

of control there, a competitor is going to go to 

the UNE basket, going to go to the UNE platform to 

provide that service and be able to undercut our 

price substantially. And, so, there is a market 

control there that is--our retail rate is limited 

by the market control of what our competitors can 
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purchase a UNE for and, obviously, those two can't 

get too far out of balance. 

again, are to move our retail rates minus the 

resale discount, to get that as close as possible 

to what the UNE rate, that UNE platform rate is, 

so that a competitor isn't incented to leave our 

network or is--to either way, that we are not 

losing money either way on the situation. It is a 

comparable decision for the competitor. 

Q So, the price control that the UNEs set for 

these retail services is one that is just a 

market reality, not something that the 

Commission itself would be monitoring? 

Our pricing goals, 

A Correct, exactly. And I think, you know, 

again, if that process doesn't work, the 

Commission always has the opportunity to pull 

us back in and say something is not working 

right in the market, we've got to fix this. 

Q Under your proposed Transition Plan BellSouth 

has full discretion to set all of--to set the 

rates, terms and conditions for all services 

except the residential market that we talked 

about and the access market, is that 

accurate--and these industrial that are set 
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by Commission Order specifically? 

A Right. Yes. 

Q So, everything else there is no external 

control on the price? 

A Well, no. Again, we would file tariffs with 

presumptive validity approval the day after 

we file them. 

set a docket and pull us in for some kind of 

case or study or determination about a 

particular price if they think we have gone 

too far. 

directory assistance pricing, I think it is 

the directory assistance pricing that is 

going on in the state. That is, basically, a 

competitive situation. Companies are out 

there setting the rates, yet the Commission 

has said wait a minute we want to take a 

relook at this thing. 

working in the market the way we would like 

for it to, everybody come in and talk to us 

about it. The Commission has always got that 

right. 

The Commission could always 

I think a good example is on the 

Something is not 

Q Your proposed tariff describes one of these 

exceptions to what I was referring to as 
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"certain residential services. I' What all 

does that include? It's the 1FR. 

Yes. 

Anything else? 

I mentioned single line businesses, the 

Commission may want to consider that also 

I think we could work with the Commission 

that but, basically, just the residential 

rates. 

So, the phrase in your proposed tariff 

"certain residential services" actually 

refers to lFR? 

Yes. 

And nothing else? 

Nothing else is coming to mind right now. 

and 

on 

We 

have elim--you know, the Touch-Tone has been 

rolled into the rate and everything, that is 

all that comes to mind right now. 

So, for all of the services that you offer 

with the exception of lFR, the services 

contained in the access category, and these 

four listed items of Lifeline, Universal 

Service Fund, UNE set in arbitrated cases and 

resale discount, you would--you are proposing 
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that your tariffs come in on one days 

presumptive notic ? 

A Correct. And then the Commission always has 

the opportunity to open up a case on them. 

And if there is some term and condition, the 

other situation--the presumptive validity 

clause works really basically on price. 

there is some term and condition that the 

Commission doesn't feel is appropriate, the 

Commission could still suspend. The real 

purpose of presumptive validity, we have had 

several cases in which we filed tariffs for 

some competitive service, our competitor was 

able to use the regulatory process through-- 

to create a delay, the Commission ultimately 

decided with BellSouth but we lost six months 

in the market while that process was going 

on, all over some price situation. 

Presumptive validity would say we would come 

in file on a certain price and if the 

Commission didn't find any problem with the 

terms and conditions the tariff would go into 

effect and we would go on with the price. If 

the Commission wanted to investigate it they 

If 
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always would have the retroactive capability 

back to the date 

some correction to it. So, it is not like-- 

you know, it really is on the market side 

where presumptive validity works, on the 

regulatory side the controls and checks are 

still there, albeit some of it on a 

retroactive basis if the Commission found 

that the price for some reason didn't work. 

Or if there is a term and condition, then the 

service doesn't go into effect. The 

Commission could say, oh, we have some 

problem here with some term and condition and 

we are suspending for further investigation. 

f the tariff filing to make 

Q Based on your testimony right now, then, I 

assume you would be changing the proposed 

tariff to eliminate the phrase terms and 

conditions from this full discretion or you 

are describing somehow the presumptive 

validity? 

Maybe I--let me--are you looking at the new 

TRP tariff? 

Yes, and maybe I haven't captured the right 

spot on here but I'm looking at the first 

A 

Q 
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revised, page three? 

A Do you know what line, I'm orry . 
Q I was looking at the description of the 

retail service category. 

A Okay, uh-huh. 

Q But now that I've backed up two pages looking 

at page two under your description of the 

presumed validity, maybe this describes what 

you have testified to today. Let me ask it 

this way. The testimony that you have given 

today regarding presumed validity of your 

tariffs was intended to reflect your proposal 

as contained in A36.1.3(b)(5); correct? 

A Yes. 

Q We don't have too much further to go, you 

might be happy about that. I'm looking at 

your attachment two, the price out for the 

vertical services. 

A Yes. 

Q There is a column entitled Target Price. How 

did you determine that price? 

A Our product managers do an analysis of the 

market of what they think they can sell that 

product for in the marketplace. The main 
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thing they do is weigh the value of the 

individual offering versus our package 

pricing. And, so, it is really a function of 

analysis that our product managers do for 

each of these products as to what they think 

it will sell for in the market and what value 

it brings to our package prices. 

Is it based on a cost study or just on some 

market analysis? 

Q 

A It is based on market analysis. Obviously, 

we do cost studies for the services, too, I 

mean, they are aware of that because they 

can't price something below incremental--long 

range incremental cost. But it really is a 

market analysis based on, I guess, what you 

would say is the elasticity of the product, 

what we think we want to be in the market 

for, what it sells for, versus what market 

share we are willing to give up at that 

price. 

I'd like to talk with you about the 

possibility of some alternatives to your 

proposed plan here. 

the notion if the Commission implemented no 

Q 

What would you think of 
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residential rate increases but maybe allowed 

those services to change with inflation, as 

an option to your plan? 

A You know, it is difficult to negotiate from 

the stand without looking at a total package 

of gives and takes as we go forward in a 

case. 

Q Well, let me ask it hypothetically? 

A It strikes me that the Commission has to deal 

with USF funding somehow. And to increase 

residential rates at the rate of inflation 

doesn't deal with the subsidy issue very 

effectively. 

head. 

How does the absence of a line item, as you 

propose, on the bill, achieve the objective 

of having explicit subsidies? 

A Well, implicit subsidies are in the 

That is just off the top of my 

Q 

competitive rates. 

subsidies and you raise the price of the item 

that is be subsidized, it is no longer a 

subsidy. And, so, it strikes me that if you 

are going to keep a subsidy you have to make 

it explicit so that those people paying the 

When you move implicit 
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subsidy 

if you 

that is 

know they are paying a subsidy. But 

f the product re raising the rate 

being subsidized, it is no longer a 

subsidy. So, you have dealt with the 

implicit explicit situation. Ideally you 

would get rid of all implicit subsidies and 

each product and service would be sustained 

at a price above its own cost, at or above 

its own cost, and you would have no subsidies 

and you would have dealt with implicit and 

explicit situations. 

need to worry about whether a subsidy is 

explicit when somebody is paying in their 

rate some price to cover the cost of some 

other product. Now, on the other side, you 

have got the $8 million that is left. I 

guess at this particular point in time we are 

willing to test whether that $8  million is 

indeed a market rate or whether it is still a 

subsidy. Obviously, if we lose the business 

very quickly because that $8 million is 

there, we rolled the dice the wrong way. 

What would you think of transitioning to the 

rate increase that you have proposed here on, 

It strikes me that you 

Q 
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say, a four year plan rather than a two year 

plan. Does that affect any of your answers? 

A As I've said, this thing could be cut a 

number of different ways. I think one of the 

recommendations of the audit is to figure out 

how in the process we can have more of these 

kinds of discussions with all parties 

involved. We would have been glad to discuss 

those kinds of things. I think it could have 

been cut several different ways. 

Commission decided they wanted to spread this 

out over four years and we had come upon some 

settlement agreement that kind of approached 

it that way, there might have been a basis 

for that. Again, it is hard to--when you 

give up here and you take over there, you 

know, to do that now is difficult. If the 

Commission issued an order that said rather 

than two year we are going to spread this 

over four years, would we appeal it? I think 

we'd have to look at the Order in whole and 

there is a chance that we would accept it. 

If this 

Q Tell me briefly what your proposal is for 

Lifeline in this Transition Plan? Does it 
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change? 

A We have not pr PO ny change to our 

Lifeline methodologies in this plan. 

would--you know, I've not--1 don't recall 

when the CALLS proposal, they are obviously 

letting their--the share that the federal 

fund pays of the 10.50, looks like it is 

going to climb. 

was required to put so much in in order to 

get that full effect of the 10.50. Now, if 

they are letting it climb where we don't have 

to put any more in, then I guess we are all 

going to be happy. 

amount we have got to go up half of that or 

something, then we will deal with that. I 

don't read that into the CALLS proposal. It 

appears to me that the FCC is just saying we 

are going to--for whatever the states 

contributing today, and I forget what that 

5.25 or whatever it is, that we will let the 

10.50 rise another 80 cents, whatever it is, 

to go from 3.50 to 4.35, we are going to 

absorb that for those Lifeline participants 

and we will pass that on to our customers, 

We 

We were required--the state 

If to get the additional 
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obviously. 

Is this the nly effec, you see that the 

CALLS proposal brings to Kentucky at this 

time? 

Well, no, I mean, under the present plan we 

would mirror down and NTSRRR would go up, 

because that is what they have done, they 

have shifted to another non-traffic sensitive 

element. 

For the access reductions involved? 

For the access reductions. So, there would 

be an affect so that our intrastate switched 

access rate would be .0055 but the NTSRRR 

would be larger. Now, under our proposal we 

wipe all that out through the rebalance. 

Under this proposal, then, the NTS rate would 

obviously not be absorbing this increase? 

Well, it does to the tune of two and a half 

million. What we have--in effect, what we 

have done with our proposal is of the 24 

million, we propose to take 16 1/2 of that, 

14 for the present NTSRRR and the other 2 1/2 

million it takes to go from .008 down to 

.0055. That is what we would do with $16.5 
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million. So, in effect, I guess you could 

say the NTSRRR does absorb it and then we 

reduce it to zero. 

Q And you mentioned that this is revenue 

neutral, what would be--where would you be 

absorbing this, through the residential 

increase? 

A Yes. The residence rates go up $ 2 4  million 

over a two year period, 16.5 goes to access, 

the additional 7.5 goes to various business 

rates, Touch-Tone and Hunting, and, so, that 

there is no new money to the company in this 

proposal. 

And CALLS will not effect this in Kentucky? Q 

A Well, that's where the 16.5 million comes 

from. It gets our rate to the .0055 rate, 

same as the CALLS proposal. 

Q When you propose this, you proposed it as 

though the CALLS had been approved; is that 

right? 

effect of CALLS? 

We agree in the settlement that regardless of 

what level CALLS went to, in the state, we 

would go to .0055 level. It just--now, it 

You had already accounted for the 

A 
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turned out that that happened to be the right 

level. 

Q Okay, thank you. Have any other states 

renewed your price cap plans or modified 

them? 

A We were the first state to come up for review 

and, clearly, the first state that had an 

audit. Several states have now extended the 

plans, Louisiana and North Carolina come to 

mind. Those two plans have been extended, 

they didn't go through a renewal, I guess you 

might say. 

Are you familiar with the Louisiana plan? Q 
A Yes, I am. 

Q Did it involve a commitment of a billion dollars 

on the part of BellSouth in capital investment? 

A There was a statement that over four years 

BellSouth would invest one billion dollars in 

Louisiana. 

incremental investment for broadband 

deployment that is commensurate with our 

commitment on a broadband deployment. You 

would say a similar kind of process if you 

were to look at four years in Kentucky, we 

That did include a portion of 
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invest--we would be investing some $600 to 

$700 million is comparable to their one 

billion, recognize their size is larger. 

That would be a comparable kind of number for 

Kentucky and we are there. And, so, the one 

billion was not a broadband deployment 

investment, it was a look at what their 

capital expenditure budget process would be 

over four years. It did include some 

incremental amount commensurate with ours for 

broadband deployment. The--1 think it is 

important to note that both North Carolina 

and Louisiana where those plans were extended 

the North Carolina transitional element--1 

don't even call it a productivity factor any 

more--the transitional element is 2%, which 

is basically equal to the rate of inflation. 

And in Louisiana it is 2.5%, which is, again, 

basically equal to the rate of inflation. 

So, you know, the Commission and the 

companies there found the basis to extend 

those plans with those kinds of transitional 

elements in them. 

the comprehensive as approach, they are still 

I don't--they don't have 
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facing the USF issues down there, and over in 

North Carolina too. 

Q So, is it your testimony this morning that 

the Kentucky Commission, if it accepts your 

proposed plan, is getting as good as or 

better a deal as Louisiana or North Carolina? 

I'm not going to speak for the other states. 

I think this is a fair deal for Kentucky and 

it is one that promotes economic development 

in Kentucky. 

engage in whether it is better than some 

other commission. 

Q Is it as good as? 

A Certainly. 

Q 

A 

We don't want to--1 don't 

Do you know whether BellSouth provided 

customer notice of the proposed rate 

increases? 

today's hearing. 

We did when we filed our original plan in 

accordance with the way we are supposed to do 

it, yes, there were notices of that. 

Notices published in the paper and so on? 

need to check on that and let me know, that is 

fine. 

I know you provided notice of 

A 

Q If you 
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1 A  No, yes, I remember now. Because the present 

2 

3 

4 

5 

6 

7 

8 Q But the current plan doesn't allow for the 

9 

plan allows for 10% rate increase, and this 

proposal is that or less, we felt that the 

regulatory--it was in line with the 

regulatory paradigm that is there today and 

we did not--we did not advertise a rate 

increase or an increase in residential rates. 

10% until there is a universal service plan. 

10 I know we discussed that, but there is 

11 

12 under the current plan. 

13 A 

14 service issue with this proposal, it strikes 

15 

16 

17 issue in Kentucky. So, it is included in the 

18 plan. 

19 Q We talked at some length about your broadband 

20 

21 

22 proposed by 20021 

23 A We have not done that analysis. We could do 

24 that analysis and provide it to the 

arguably--arguably it is not provided for 

In that we are taking care of the universal 

me that we are there, because we are saying 

that this resolves the universal service 

commitment, how much money would it take to 

reach 100% deployment instead of the 75 you 
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Commission. 

Q Okay, pleas do. 

A Okay. You know, again, not knowing how the 

market is going to respond, you are going to 

get to a lot of wire centers which aren't 

going to be a player in either KCTCS or the 

KREDA or economic--or kind of on the economic 

development horizon right now. It would seem 

to me the Commission would want to see how we 

do in the marketplace with this proposal. 

I'm not saying that we wouldn't certainly be 

willing, over the next year and a half or two 

years, to come back to the Commission and say 

here is where we are and have discussions 

about whether we ought to go further, and 

there is clearly a framework for doing that. 

I would caution about requiring a commitment 

to do 100% broadband deployment. 

get toward the same thing as the--that we had 

in Tennessee when the Commission ordered a 

full 100% ISDN deployment. 

right technology, it may not be the way the 

market wants to go. I'm not saying that we 

are not going to get there and that we should 

To me you 

It may not be the 
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have discussions with this Commission about 

where we are after we have done this initial 

one, and I think there is a framework for 

exploring those things. 

only caution. Other than that, we will 

provide you the data. 

But that would be my 

Q And including some time frame that the 

projected amount covers-- 

A Okay. 

Q --reaching 100%. Could you also give us a 

better sense in a post hearing filing of the 

priorities for where you would think the 

deployment should occur? I guess exchange by 

exchange, county by county, some sense of the 

priorities there? 

A For the 100% as well as--1 mean, the 75% we 

have 31 counties we can give you today. 

Q That would be fine. 

A Yeah, okay, yeah, we have got that, I could 

tell you right now exactly the 31 counties 

that we would propose to go into. We tried 

to do a good even spread across eastern and 

western Kentucky and central Kentucky, so we 

have got that list. 
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Q You could just 

that will be f 

A Okay. 

file that after the hearing, 

ne. 

Q I have one last line of questions for you and 

it involves your service objectives. 

A Okay. 

Q Could you tell me just in general how Kentucky 

service objectives and reporting requirements 

compare with other states in BellSouth's 

territory, if you know? 

It has been so long since I've looked at 

I'm just not sure. I know we have some 

similar kinds of things--in some states 

A that 

t 

is--you know, they focus pretty much on the 

speed of access to repair, the held 

application commitment within five days, the 

out of service cleared within a certain 

number of hours, that is probably a pretty 

common focus. Most of those service 

objectives came out of some old NARUC 

standards that are older than we are. 

so, there is a good chance that they are 

similar in some of the states, but we can 

give you a matrix that looks at service 

And, 
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Q 

A 

Q 

A 

objectives on a state by state basis if you 

would like. 

That's fine, you can file that as well. On 

page 13 of your testimony, lines 5 to 11, you 

discuss time intervals for clearing trouble 

reports ? 

Right. 

How is it that increasing a time interval 

from 24 hours to 36 hours, as you propose, 

would be more efficient? 

Well, what happens today, let's say a 

customer calls in by ten o'clock. In order 

to meet the present service objection we have 

to clear that out of service condition by ten 

o'clock tomorrow morning. Very often we find 

ourselves routing an employee past service 

problems just to get over to the location to 

clear something by ten o'clock the next day. 

And what we have found is that customer 

satisfaction, especially in the residential 

market, is driven by can you clear my service 

the next day, clear my service problem by the 

next day, as opposed to can you clear it by 

ten o'clock tomorrow morning. And, so, we 
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pick up some efficiencies by having a full 

next day to clear a customers problem and it 

gives us better routing capabilities of our 

employees. 

particular work we are not trying to route by 

a given time of when the report came in the 

day before. And so, since we are not 

affecting customer satisfaction by getting 

next day approval, and that is really what we 

are after here, and I think we will 

demonstrate to the auditors that issue, that 

by going to a 3 6  hour interval it gives you a 

complete next day to clear a trouble. I will 

offer, probably my lawyer is going to kill 

me, yesterday as we talked through some of 

these issues if the wording was you would 

clear it by the next day, that would--1 think 

that would work as well as 3 6  hours. But 

that is what we are after there. 

Do you believe that a 12 hour difference in 

restoration of service would always be 

negligible to a customer? 

It certainly is not to a business customer 

and the market really drives--certainly, when 

So, we are not on that days 

Q 

A 
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we try to clear business troubles out of 

service within four hours. The primary thing 

that we are aiming at here is the residential 

market. You know, I think if there is any 

perceived protection of responsiveness that 

this Commission wants to have it is over the 

residence market, because the business 

customer is being taken care of, you can rest 

assured of that. But, in the residence 

market, if there was to be some perceived 

protection, we detect no incremental customer 

dissatisfaction if we can give them that we 

will clear your service tomorrow, as opposed 

to by a certain time tomorrow. 

Q And if a particular customer, residential 

customer, did have a specific need or 

request, do you attempt to meet that and you 

are just asking today that the Commission 

change this so it won't affect your 

compliance with Commission regulations? 

A Correct. For the most part we try to--if the 

customer presents a situation--for example, 

we give morning and afternoon appointments, 

for example. So, we try to--we do try to 
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Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

meet the customers needs in that area. 

Turn to page 14 of your testimony. Is p 3e 
14 a list of service objectives that you are 

proposing to eliminate? 

No, would propose to keep items one, seven 

and eight. We would be eliminating--it is a 

list of the present service objectives. We 

would keep one, seven and eight, and we are 

proposing that two, three, four, five, six 

and nine no longer have any relevance in 

today's marketplace and that we would no 

longer have to report those. 

Okay, let's go through these quickly one by 

one. 

Okay. 

Item one, the percent of request for regular 

service filled within five working days 

unless requested later. 

Right. 

You are keeping that and there is no change 

to the compliance standard? 

Correct. 

Item two, 

regrades 

the percent of 

lrithin 30 days 1 
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You are proposing that that be eliminated; is that 

accurate? 

A Yes. And the reason being is that we are 

down to about two two-party services left and 

we have got orders written on them. 

in all practical purposes, that was 

eliminated. It can't ever be missed again 

because two party service is gone. We are 

waiting for these two customers to decide and 

then we are going to have a big celebration. 

Q There is no circumstance, then, according to 

your belief that this regrade could be 

useful? 

I mean, 

A No. 

Q On number three, the percent of telephone calls 

receiving dial tone within three seconds, you are 

proposing that be eliminated? 

A Yes, in the digital world--1 mean, when was 

the last time you picked up a phone and you 

didn't have dial tone by the time you got it 

to your ear? I mean, it has not been missed 

in ten years, it is just not meaningful in 

today's environment. And we go to quite a 

bit of trouble to have to keep up with and 
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A 

Q 

A 

track all of our wire centers and make sure 

that we are--just to report the fact that we 

are not missing it. 

so, technology advances in the digital world 

render this standard meaningless; is that 

your testimony? 

Yes, it is. 

On--why is item four no longer meaningful? 

It is the experience blockaging due to busy 

conditions 

Well, again, you know we just don’t--it is 

not missed. It takes a lot of effort and 

time and trouble to report the thing but, 

again, in a digital world with fiber self- 

healing rings, it is just not an issue any 

more. 

know, it really comes down to a measure of 

diversity and we have got full diversity now 

and, so, it is just not an issue any more. 

Item five, the percent of telephone calls 

offered to toll connecting or interexchange 

trunks encountering an all trunks busy 

condition, you want that eliminated? 

Yes, same reasoning. I mean, you know, if we 

I think before we did diversity--you 
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even came close to missing that I think the 

interexchange carriers would be--1 mean, it 

is just not an issue any more. 

Q Have you done any studies to show how much it 

costs you to measure these? 

A No, nothing formal. You know, I just know 

that they tell us that there are some--as we 

change out some--as we work in our digital 

offices sometimes we have to make some 

generic changes to them and things, to keep 

up with the reporting. 

taken some man power time to do it, you know, 

to give you the actual number that we are 

hitting on it. And, again, if you look back 

over the last ten years, I mean, we have 

never missed it. 

It has obviously 

Q What about number six, the average speed of 

answer time for operator assisted calls; is 

that proposed for elimination 

A Yes, it is. You know, it is a competitive 

service, the--again, we are always under the 

objective, it is something we are having to 

spend time to record, we would like to see it 

eliminated. I mean-- 

- 1 3 5  - 



1 

2 

3 

4 

5 

6 

7 

a 
9 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

Q 

A 

Q 

A 

Q 
A 

Q 

A 

Q 

A 

Do you know if you have missed this at any 

time? 

We have not. 

Numbers seven and eight, the average speed of 

answering time for calls to repair service 

and the percent of out of service troubles 

cleared within 24 hours are ones that you 

propose to keep? 

Except for number eight we would like to 

change that to 3 6 .  

That's the 3 6  hour? 

Correct. 

But that would be the only change for the 

measurement of those two? 

Yes. 

And then the last one, the average rate of 

customer trouble reports per 100 access 

lines, you are proposing to eliminate that? 

We would like to. 

can tell you at any given time what our 

trouble report rate is and so, if the 

Commission wanted to keep that one, I mean, 

we've always made it, we run around two or 

three every month. If the Commission wants 

I have to tell you that I 
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Q 

A 

Q 

A 

A 

us to keep that one, it is not a slit my 

wrist kind of situation. I mean, we knol 

what the number is and that is a little bit 

easier to report than some of the rest 

because we are generating the information. 

So, you propose that you would continue 

generating that information even if you 

didn't have to report it to the Commission? 

Yes, we use it internally. 

But the rest of the items that you would like 

to eliminate you would not continue to track; 

is that correct? 

That's correct. 

VICE CHAIRMAN HOLMES: 

Are there new standards for the digital 

aid like to allow these now or are new 

standards being created because of 

digital technology? 

There are and hear the Commission's emphasis is 

going to jump to our service quality measurements 

in the industrial or wholesale market. 

will have to deal with those in the 271 case and 

certainly you are dealing with now new arbitration 

cases. I mean, that goes to the crux of how well 

And you 
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we provide CLEC trunks, interconnecting trunks, 

and those kinds of things. And, so, there is a 

whole new gamut of service objectives that deal 

with the new environment that will be reported to 

the Commission on a monthly basis. 

There has been some thought that you might 

have had a higher percentage of some of these 

numbers then recently because of your 

personnel drops. And I think the auditors 

mentioned that some of your service standards 

had slipped a little bit because of your 

force reduction. Has that been corrected or 

do you disagree with the statement in the 

first place? 

Q 

A No, we demonstrate to the auditors right up 

front that in late 1998, like our out of 

service, we were having trouble hitting that. 

Q So, you were actually having trouble meeting 

the standard? 

A We did in 1998 and what we did was we started 

hiring service technicians and we are not-- 

you know, I'm not going to say we are not 

missing an occasional wire center because it 

is just a weather related kind of thing, that 
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if you get some severe storms you are going 

to miss this. Or if there is a cable cut you 

are going to miss this one, occasionally, not 

for the state but in a given wire center or a 

particular situation. But that was the one 

that we were having problem hitting in late 

'98 and it was primarily a force situation. 

We went a little further in force reductions 

than we should have to maintain the quality 

of service. We demonstrate to the auditors, 

for example, in January and February 1999 we 

hired 120 service technicians. And had we 

not been able to demonstrate that I think we 

would have had a severe audit finding but we 

were able to show them that and we cleared 

that out. 

And is that the number nine that you are 

talking about? 

Q 

A No, we didn't get close to number nine, 

missing number nine, I'm talking about number 

eight. 

Q I'm sorry, okay. 

A The out of service cleared within 2 4  hours. 

Q Okay. And had that been 36 hours rather than 
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Q 

A 

24 would you have still missed it? 

I think there is a good chance, I d n't 

believe I could tell you that we would have 

made it in that time frame. 

In that time frame. 

is whether you have any insight to give us 

about your proposal for its transitioning 

from the current price cap plan to your 

proposed Transition Plan if the Commission 

accepts that. Do you see that as kind of a 

flash-cut thing or there would be some 

progress, some slower implementation process? 

No, I think we are ready to move on the 

situation. 

increase in and drop the access charges 

immediately. 

$4 million worth of ADSL equipment into Kentucky. 

We have already initiated discussions with the 

Economic Development Cabinet and Aldona Valicenti 

to make sure that we are going to deploy in the 

right central offices. 

discussions with Darwin about what we are going to 

do about those three wire centers they are in. 

So, we are ready to move and implement this thing 

My last question for you 

I think we could put the rate 

We are ready to roll out 

We are starting our 
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as soon as the Commission gives us approval. 

MS. DOUGHERTY: 

I have nothing further. 

COMMISSIONER GILLIS: 

I just have one short one that I want to follow up 

on. Broadband deployment, you just mentioned 

talking with Economic Development, the other ISP 

people, how did you come up with the 30 or 31 

counties that you are talking about deploying the 

broadband? 

We felt like to be a meaningful commitment we 

wanted to get into central offices that 

served at least 75% of the access lines, that 

was our first cut. And then we started 

looking at various mixes of wire centers 

trying to do east, central, and west 

Kentucky, a good spread. Then we overlaid 

that with the KREDA, which counties are 

involved in the KREDA, and looked at KCTCS 

sites, and our team kind of combined all of 

that and that came out to be the counties 

A 

that we talked about. 

COMMISSIONER GILLIS: 

So, did you think that yoi 
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of getting several users or there is a market in 

these 31 counties that you can re ch? 

A We would hope that--you know, I feel like we 

are going to have to figure out some creative 

way to get with the ISPs and working with 

Economic Development. But, yes, we hope we 

can do something with this investment that we 

don't just throw it out there and it sets 

idle, that's for sure. 

COMMISSIONER GILLIS: 

I guess that's really my question, Fred, is that 

when ADSL is put out in the counties, what 

information or how is it marketed in the counties 

so that they know that it is available? 

A You know, we--1 think we will put together a 

marketing plan and certainly we will share 

that with the Commission. It is going to--1 

think it is going to have to be working with 

the ISPs, we will probably have to maybe look 

at doing some direct mail, getting the word 

out to the schools. It is going to take some 

creative marketing efforts. I think we have 

a really good chance to show that perhaps 

this market has been underestimated and we'd 
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like to go to work on that. 

to do that and we will have 

And we 

.o put 

will have 

ogether a 

marketing plan and we'd be glad to share that 

with the Commission and get like Amanda 

Hale's input into our educational efforts and 

that kind of thing. 

CHAIRMAN HELTON: 

There was a question that I also had because you 

did mention primarily the ISPs and it seems like 

you were depending upon them to do the marketing. 

In looking at these 31 areas, are there already 

ISPs or other people who would do some marketing 

in addition to BellSouth? 

A Hopefully so, especially--yeah, I think we 

are going to have to exploit and we are going 

to have to look and see what all help we can 

get from the areas, like the school systems, 

for example. And, certainly, this KCTCS 

thing with CISCO, trying to meet with those 

folks and ride that I think would be very 

important. 

CHAIRMAN HELTON: 

We will reconvene at 1:30. 

(OFF THE RECORD) 
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CHAIRMAN HELTON: 

Mr. Gerwing, Ms. Dougherty asked you some 

questions about the interLATA data bill and I'm 

not interested in that federal piece of 

legislation, I'm interested in a couple of the 

others that are related to broadband deployment in 

rural areas and, especially, since this is part of 

your alls plan. 

incentive federal legislation or the separate fund 

that will be set up for rural broadband 

deployment, if either of those passed what would-- 

and this plan or this portion of the plan for 

broadband deployment were approved by this 

Commission, how would we then go back and make 

sure that you are not getting double coverage for 

that? 

How do you think either the tax 

A Well, certainly, if either of those pieces of 

legislation go through, we would sit down and 

reassess this deployment plan with the 

Commission and review what it does to the 

business case. So often on a tax--what we 

see on a tax incentive thing, private 

companies like the RBOCs who weren't able to 

typically get that kind of money. And, so, I 
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think we just have to wait and see what those 

bills do, but I would commit to you that we 

would be willing to come back and sit down, 

certainly, through a series of conferences or 

work shops and talk through this deployment 

again as it relates to whatever legislation 

might pass and how it affects what we are 

doing and whether it would give us an 

opportunity to enhance this plan vis-a-vis 

what we might do under that point--under 

those pieces of legislation. 

CHAIRMAN HELTON: 

And you also mentioned that Kentuck! being able to 

attract call centers as a result of the 

infrastructure that we have present in this state 

and use that as an example of--and we have 

attracted several and that has resulted in 

employment, and particularly in rural areas where 

we needed them to be located. But can you give us 

some other examples of the types of businesses or 

industries that you see this broadband deployment 

might help Kentucky attract? 

A Well, I think one thing there is a 

e.commerce center that is popping 1 
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Louisville and they have got several clients 

already. 

opened up there that warehouses data 

applications. 

works, but they have--there was an article in 

Business First the other day where they show 

how they can provide services to web hosting 

companies and that kind of thing by 

warehousing data bases and things like that 

for them. I don't think we begin to know yet 

the kinds of companies--it is clear those 

kinds of companies have to have access to 

broadband capability and its speed is a lot 

greater than ADSL. And so, you know, I think 

that it is--those are some of the kinds of 

companies I think we would like to see come 

to rural Kentucky. I think things like this 

KCTCS partnership with CISCO where you 

actually get employees trained to do network 

infrastructure and understand broadband 

deployment, how to set up networks and that 

kind of thing, that are going to be out in 

some of these communities augmenting their 

business life at their home environment where 

There is a new business that just 

I'm not sure exactly how that 

- 146 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

LO 

1 1  

12 

13 

L4 

L5 

L6 

L7 

18 

19 

20 

2 1  

22 

23  

24 

they can do that kind of thing from home, 

too, to create industries. I think that is 

another example. Again, Aldona Valicenti and 

Doug Robinson, all those folks, they have got 

a whole litany of people they are talking to 

and ideas and ways to approach this, but they 

need that infrastructure there to begin to 

carry on those discussions out in the 

marketplaces they work in. 

CHAIRMAN HELTON: 

And in your discussions with Economic Development, 

did they have any game plan, for example, I'm 

think of there is a couple that located in 

Maysville that are from that area, but Harvard 

graduates, and they have brought their business 

there because they can do it because of the 

technology available. Has anybody indicated 

either from the CIO's office or from Economic 

Development that they see that they have any game 

plan to take advantage of Kentucky's better life 

style to attract people if we get this broadband 

deployment out into areas where they might want to 

locate? 

They have several strategic long range plan A 
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kinds of documents that I think do just that. 

Show cost of living, the work force, and its 

a matter of getting that work force trained, 

but the availability of work force, the 

opportunity is there, the work ethic. Once 

you get those kind of folks trained and 

Kentucky presents a unique labor pool, they 

go on at great lengths about those 

opportunities. 

that you couldn't find in maybe some of the 

other locations, Kentucky brings to the 

table, if we can just get the infrastructure 

and the education aspect of it dealt with. 

Some of the tougher issues 

CHAIRMAN HELTON: 

Ms. Dougherty covered a couple of different 

alternatives that you all might consider and we 

might consider as we look at this plan and then 

the consultant also had some alternatives. I was 

just wondering if there was any consideration 

given, especially since you stressed some gradual 

action versus delay, and we all know that through 

litigation and the FCC and all of the delays that 

we have had in there that we are not at the point 

where we thought we would be at--when the 
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Telecommunications Act was passed. In thinking 

about something gradual versus delaying, was there 

any thought to looking at the rate groups and 

perhaps making a suggestion that some rate groups 

might see an increase and others not? 

A Well, we do get to some differential in that 

the first four rate groups would be getting a 

10% increase and rate group five would only 

be getting and 85 cent increase on about a 

$17.55 base, today. So, there is--you know, 

we are trying and certainly in our business 

rates we have closed that differential where 

we have reduced--I’m kind of going in the 

opposite direction--reduced some rate groups 

more than we have reduced others to try to 

swing that cost relationship, cost price 

relationship, back to be more in line. 

CHAIRMAN HELTON: 

But until we get the high cost fund in place, was 

there any consideration other than the 

differential between the rate groups that perhaps 

saying at this time this rate group should not see 

any increase versus just seeing a smaller 

increase? 
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A We looked at the cost relationship to the 

present price and in trying to gen rate 

through the rebalance enough to take care of 

some business reductions on hunting and 

Touch-Tone and to take care of the NTSRRR we 

had to do fairly much the way--the 10% level, 

recognize the 10% level in rate groups one 

through four over two years, plus the 85 cent 

one time rate increase for Louisville 

subscribers is what generates the $ 2 4  

million. So, to start backing away from that 

you then you start backing away from the 

opportunities of, you know, how are we going 

to address these needs. Can it be stretched 

over more time than two years, well, that is 

something the Commission might want to 

consider. But as far as saying there 

shouldn't be any rate increase for a 

particular rate group, we probably came 

closest to that with Louisville and felt that 

we needed to do at least the 85 cent level in 

order to accomplishing the pricing objectives 

that we were trying to get at. 
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CHAIRMAN HELTON: 

Other than s-retching the incr ases out for a 

longer period of time or decreasing the percentage 

or tying it to inflation, is there any other index 

that you can think of that increases could be tied 

to that--other than inflation or a set percentage? 

Nothing would come to mind right now as to have 

any more legitimacy for how you are going to go 

about doing this. 

at what are the pricing objectives we really need 

to get accomplished in the market; the first 

priority being access reductions, and that says 

you need to do $16.5 million, roughly. You know, 

beyond that we said, well, certainly our Business 

Hunting rates are obviously contain a lot of 

subsidy. 

elements today. 

reason that can sustain that price out there in 

the market and it is one that our competitors 

leverage against us quite often. And so, it 

obviously is a subsidy element, we felt we needed 

to address that. And Touch-Tone the same, Touch- 

Tone rates in business services, when you buy the 

port you get the Touch-Tone capability. So, that 

A 

Like I said, we really looked 

You get that capability through the UNE 

There is very little economic 
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seemed to be another one. You know, now, maybe in 

response to what you are saying that you deal with 

the access and I think that is absolutely critical 

that we deal with the access. Beyond that, do we 

want to have some discussions further with the 

Commission after we deal with the access piece in 

this first year, and perhaps do a little bit of 

rebalance the second year to take care of that, or 

maybe deal with the Hunting and then talk about 

the Touch-Tone later to see how the market 

responds. All of those things I think would be 

open to consideration. But I guess I emphasize 

that we think that the access piece is absolutely 

critical and it also, in taking care of the access 

piece and a little bit of these business rates, 

then we think we can deal with that subscriber 

line issue on USF, also. 

CHAIRMAN HELTON: 

Thank you. 

VICE CHAIRMAN HOLMES: 

Do you have a question? 

Yes, Mr. Gerwing, will the projected rate increase 

bring any of the wire centers closer to costing-- 

closer to the cost, specifically the loop. Or 

where do we stand at that point? 
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A I would think that there--that if you consider 

your cost definition to be your deaverage UNE 

platform once we get it--if that is a measure or 

if you look at deaverage using the synthesis model 

from the FCC, Louisville is getting pretty close. 

The problem we run into in some, you could have a 

census track in, say, Owensboro where we are 

pretty close perhaps because the density looks 

very similar and if a given censur track 

attractive as it might look into a Louisville 

market, as far as if you went to the census track 

level. As long as you stay at the wire center 

level Louisville is probably the only one we are 

getting close to. 

VICE CHAIRMAN HOLMES: 

But once you get--what you are proposing was 

implemented and that 85 cents, then we are getting 

close to a cost? 

A Well, I definitely think once you get to a 

deaveraged UNE platform in Louisville and we 

will start to see more activity in the 

residence market for that--to me they are 

going to--again, we don't know how--until we 

see where we come out with this cost docket 
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this year, but it is pretty easy to see that 

it looks like the Louisville UNE platform 

would be a better alternative than a resale 

discount, for example, off of the present 

1FR. And partially because when you are in 

the resale market you are also paying those 

SLC charges. 

the SLC charges, recovering those from the 

end user. And, so, as opposed to when they 

buy the UNE platform, they don't pay the SLC. 

It is not a--it doesn't come with the 

package. So, when you start putting the SLC 

charges on either the lFR, the residence, or 

the business line, then the UNE platform, 

especially in the Louisville market, starts 

to look real attractive. 

The reseller is responsible for 

VICE CHAIRMAN HOLMES: 

Do you potentially see some greater forms of 

competition that could possibly occur? 

I would think you would see that. A 

VICE CHAIRMAN HOLMES: 

In your discussions about deployment of broadband 

in rural areas, are there discussions as well 

about deploying broadband in economic depressed 
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urban areas, or is it already deployed there? 

is Louisville the only one? 

A You know, in our urban area, really, 

Louisville is the only one that I think has 

specific areas of the city that I think you 

could--as opposed to saying looking at 

Owensboro if you get the primary central 

office there you have covered the whole city. 

In Louisville it is a little bit different 

situation and we did deploy one of the first 

central offices we deployed was geographic 

area that I think would normally be 

considered economically depressed, and that 

would be our 26 Street office, 77. It has a 

judicial subscriber line system in it. 

of the--there is a new effort, a new 

development down in that--that is served out 

of that wire center where they --where the 

Cotter and Line Homes project, they have 

leveled that and they are putting up a whole 

new effort at trying to draw mixed income, 

various mixed income levels, into various 

types of housing in a community atmosphere. 

And we wanted to commit to them that we could 

One 
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provide broadband services in that community 

and, so, we purposely targeted the 26 Street 

Office for that reason. So--and we are 

getting pretty close to where most of the 

offices in Louisville, given the deployments 

we have got for Louisville, we should--we 

would fill up Louisville by the end of the 

year 2002. 

VICE CHAIRMAN HOLMES: 

So, I guess part of the deployment of broadband-- 

could we expect to see it in those types of 

similar areas and other communities, such as 

Bowling Green? 

Certainly, and, you know, we can certainly 

get more granular once we decide that this is 

a particular county we want--and wire center 

that we want to go into to make sure that we 

are spreading that opportunity. 

is a worthwhile goal. 

A 

I think that 

VICE CHAIRMAN HOLMES: 

I guess after hearing your testimony, if I 

understand it, there are basically four objectives 

that will enhance, one is the broadband, rate 

rebalancing, that you view is necessary, access 

- 156 - 



2 
m 

8 
2 

4 
2 

N 

0 m 

a 
ca 
U 
W a 
7: 

8 

ffl 
U 
W + 
a 
W 
U 

U W 
ffl 
4 

s! 
6 
0 

B 
2 

1 

2 

3 

4 

5 

6 

7 

8 

9 

- 0  

-1 

12 

13 

14 

L5 

16 

17 

18 

19 

20 

2 1  

22 

23  

24  

charge reductions and the USF portion; is that 

correct? 

A Yes. 

VICE CHAIRMAN HOLMES: 

And within the framework of that are you saying 

that if we maintain those four objectives we might 

be able to--decide to alter one and rate 

rebalancing to maintain those four objectives 

necessary to offer this plan and to make this 

work? 

I think it is a comprehensive solution. 

There are several ways you could go at doing 

those over various time frames, but I think 

focusing on how we get to the four objectives 

is the critical factor. 

A 

VICE CHAIRMAN HOLMES: 

Are there provisions for--at some intervals in the 

plan for review? 

It seems to me there is a natural review date 

out there, the five years once the CALLS 

proposal has to be looked at. 

A 

VICE CHAIRMAN HOLMES: 

I mean, some interim steps in there? 

There is really nothing set in the plan, you know, A 
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if within 24 months the Commission wanted us to 

come back in and report on this broadband 

deployment, review kind of where pricing is at the 

end of a rebalance, for example, you know, we are 

certainly open to that, even annual reports or 

whatever the Commission needs from that 

perspective. 

VICE CHAIRMAN HOLMES: 

So, you would be open to review? 

A Yes, we think we are better served by 

communication rather than not, so-- 

VICE CHAIRMAN HOLMES: 

Let me ask you this, from a digital service 

quality standard, if we eliminate the other 

standards are you going to replace those with 

digital service quality, or wait until the process 

is completed in Georgia and Florida? 

We do propose a set of service quality 

measurements that could be adopted in this 

plan in our negotiations with the 

interexchange carriers who are also CLECs. 

They felt that--they didn't feel like they 

wanted to sign on to a settlement that would 

acquiesce that those were the correct service 

A 
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quality measurements. And so, 

the set-lement was agree that 

what we did in 

re wouldn't 

push those through this plan, that we would 

let those go in through individual 

arbitrations. You know, if the Commission 

wants to adopt those, they are certainly 

there to adopt at this particular point in 

time. 

your arbitration process, we are willing to 

live with that too. 

If you want to deal with them through 

VICE CHAIRMAN HOLMES: 

In the interim? 

A Certainly, certainly. 

VICE CHAIRMAN HOLMES: 

That's all the questions I have. 

CHAIRMAN HELTON: 

Just to follow up on that because I was interested 

in the trouble reports since you do have to have 

those for internal use. 

recognize that the Commission can also use those 

for--to look at other carriers and see how they 

stack up. 

You would obviously 

A Sure. 
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CHAIRMAN HELTON: 

Are there 0 hers-- re there others that we should 

be considering that, you know, especially since we 

don't have the digital ones yet, unless we adopt 

them in this case, are there ones that 

particularly we should be focusing on because of 

competition, to make sure that you keep the 

standard up and make sure that we have a way of 

measuring other carriers against your performance, 

that you can think of? 

A Not in this particular list. I think the 

SQMs that we propose do exactly that, set up 

the basis. For example, there is no retail 

analog to an interconnection trunk. So, you 

know, certainly, monitoring, as opposed to a 

retail analog you set a benchmark on, what 

kind of performance you expect to see over an 

interconnection trunk. 

willing to report that, and, so, that is the 

kind of thing--I donrt--in this particular 

list that we are saying move away from, I 

don't see any particular benefit of those to 

the wholesale environment. 

And we ought to be 
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CHAIRMAN HELTON: 

Redirect? 

MR. KITCHINGS: 

Yes, ma'am. Thank you. 

BY 

Q 

A 

Q 

A 

Q 

A 

REDIRECT EXAMINATION 

MR. KITCHINGS: 

Mr. Gerwing, do you recall a question this morning 

from Ms. Cheuvront about the notion of raising 

residential rates to voice customers in order to 

pay for data services? 

Yes. 

Isn't BellSouth's plan, rate rebalancing 

plan, revenue neutral? 

It is revenue neutral, yes. 

So, is there any way that this residentia 

rate increase could fund the data broadband 

roll out? 

No, because there is an offsetting rate 

reduction for every dollar we raised through 

the rebalance. 

MR. KITCHINGS: 

That's all, Chairman Helton, thank you. 
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CHAIRMAN HELTON: 

Ms. Cheuvron ? 

RECROSS EXAMINATION 

BY MS. CHEUVRONT: 

Q But you are using--in your current plan could the 

productivity factor be used to keep residential 

rates either lower or as they are? I realize it 

hasn't been, it has gone to lower business rates 

and access, but is it possible that the Commission 

could have used it for that? 

It is possible that it could have been used 

for that. As you say, that has not been the 

experience and probably not on the near term 

horizon under the status quo plan. 

But if that is a possibility and you are 

going to take that possibility to pay for 

broadband, wouldn't--couldn't the residential 

rate payers be seen as paying for it? 

A I don't think so because I don't think the 

A 

Q 

potential--you know, it is terms--it is a 

measure of probability of a residential rate 

decrease. It seems to me it would be very 

poor public policy to lower residential 
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rates, the lFR, any more than it is. 

Q Well, I'm not t lking about even lowering 

them, right now I'm talking about keeping 

them the same. 

A Well, even in terms, then, I think you have 

to talk about what are the obligations of 

the--under the Universal Service Fund issues. 

And I don't see how those rates are going to 

stay the same whether we deal with those now 

or we have to deal with it a year from now. 

Those rates are not going to stay the same. 

In a competitive market prices move toward 

cost. 

people fail to make to the legislators that 

passed that bill and, so, I mean, that--those 

rates are going to--there is going to be 

economic pressure to move those rates toward 

cost. I think it is a stretch to say that 

the--that utilizing capturing our 

productivity efficiencies and rechanneling 

those into broadband deployment opportunities 

which probably is going to create jobs, going 

to create employment opportunities, going to 

create tax base, all of those things are 

An observation that obviously a lot of 
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going to help add more societal welfare than 

the potential probability that there might 

have been a residential rate--holding rates 

constant or rate decrease. That, you know, 

if you did a decision tree analysis on that 

the probability of that consumer welfare is 

nil, as opposed to the probability of some 

consumer welfare from the other path, other 

decision path, of doing broadband deployment 

and the opportunities that brings to 

Kentucky. And, so, I think if you look--step 

back from just what are we doing to the 1FR 

and you look at it from a societal welfare 

economic viewpoint, our plan delivers a lot 

more societal welfare than does the opposite 

path. 

Did I understand you correctly on one of your 

responses of the question from staff was when you 

run the--so many tests, I don't know which one-- 

I'm assuming it is the UNE test, you only take the 

base rates because you don't believe any vertical 

services or anything else that comes in that 

should be included in that; am I correct? 

That was a discussion on Universal Service 

Q 

A 
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Fund. 

then the issue was which revenue are you 

going to include to determine what the 

support level ought to be from cost to the 

revenue. We maintain that the revenues ought 

to be based on basic services and that you 

ought not look at vertical service revenues. 

Opposition to that said no, you should 

include vertical service revenues and see 

what the average revenue per customer is, 

then determine what the support level ought 

to be. There is differences in the industry 

on how to use that. As I recall, and Mr. 

Rausch can speak to this better than I can, 

but as I recall, where the FCC has now gone 

is they have abandoned that revenue argument 

and discussion, they have gone to, okay, is 

it at 100% national average of cost, is it a 

135%, and we will fund any cost over 135% 

through Universal Service Fund. 

gone to that kind of cost level variation as 

opposed to even discussing revenue. I think 

they saw that argument was going nowhere. 

The original model looked at cost and 

They have 

Q So, when you--but when you run whatever the 
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A 

Q 

A 

Q 

A 

test was you ran, was it the UNE test or 

whatever was used, the BC-- 

The BCPM. 

--PM. Is that the same as when we are 

talking about the UNE test? 

No. The benchmark cost proxy model-- 

Did you use vertical services when you ran 

that test to determine if your residential 

rates are up to that cost? 

No, the BCPM model determines what a 

particular cost of serving a given wire 

center on the--that the model would produce. 

And, so, then if you are going to use that to 

say, okay, now are rates above or below cost, 

I guess it is still open to argument to go in 

and say what is the 1FR rate in comparison to 

that cost? Or should you look at a whole 

stack of revenues on top of that to determine 

whether revenues are equal to or above cost 

in that wire center. The way we looked when 

we using the BCPM model by either--even if 

you used that analysis you still have a lot 

of wire centers that were below cost even 

using the $31 FCC determined average revenue 

Am I being clear? 
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Q 

A 

Q 
A 

Q 
A 

Q 

A 

per customer. 

had a lot of 

I think it was $31. 

tire centers and you 

We still 

till 

created, as I recall in Kentucky, that in 

running the BCPM cost model, or maybe it was 

when the Hatfield 5.0, whatever it was, ended 

up producing around $110,000,000 fund in 

Kentucky, utilizing even the $31 FCC revenue 

benchmark. But I'll have to tell you, at 

that point I am way over my head, and Mr. 

Rausch could deal with these issues. 

You think you are over your head. 

Mr. Rausch could deal with these issues even 

better, but that is my recollection of where 

we were. 

You were talking about Louisiana and North 

Carolina. 

Yes. 

They approved your Price Cap Plan? 

They extended the Price Cap Plans. 

Or extended the Price Cap Plans. 

Yes. 

Was there any type of rate rebalancing in--to 

extend that plan or is it the rates as-- 

Neither of those plans dealt with the USF 

- 167  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o  

.1 

.2 

.3 

.4 

- 5  

- 6  

-7 

L a  

19 

!O 

I1 

12 

1 3  

24 

issues at this particular time. 

Q So, what they have in the audit report on 

rates is pretty much what it still is, or are 

you not familiar with it? 

A You know, I don't know. It is accurate as of 

when the audit report was done, but if there 

has been any rate changes in those states 

since then, I don't know the answer to that. 

I'd say it is probably still pretty close. 

I'm confident there has been some business changes 

But 

in some states, so I don't know about the 

rates, the residential rates are probably 

pretty close. 

MS. CHEUVRONT: 

I don't have anything further. 

you Mr. Gerwing. 

CHAIRMAN HELTON: 

Ms. Dougherty? 

MS. DOUGHERTY: 

Nothing further. 

CHAIRMAN HELTON: 

Thank you Mr. Gerwing. 

MR. MERSHON: 

I call Mr. Rausch. 
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BY 

Q 
A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

The wit e 

(WITNESS DULY SWORN) 

s ,  STEPHEN D. RAUSCH, having first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

MR. MERSHON: 

Please state your name and address for the record? 

My name is Stephen D. Rausch, my business 

address is 601 West Chestnut Street, 

Louisville, Kentucky. 

By whom are you employed and in what 

capacity? 

I'm employed by BellSouth Telecommunications 

and I'm the Manager in the Regulatory 

Department in Kentucky. 

Mr. Rausch, did you cause to be filed in this 

docket testimony consisting of seven pages? 

I did. 

Do you have any additions or corrections to 

that testimony at this time? 

I do not. 

If I were to ask you these questions today, 

would your answers be the same? 

Yes, they would. 
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MR. MERSHON: 

I move the introduction of Mr. Rausch's 

testimony into the record? 

CHAIRMAN HELTON: 

So ordered. 

MR. MERSHON: 

And he is available for cross. 

CHAIRMAN HELTON: 

Attorney General? 

MS. CHEUVRONT: 

Thank you. 

CROSS EXAMINATION 

BY MS. CHEUVRONT: 

Q I just have a couple that you have already heard 

because they were referred to you, so you had all 

lunch time to practice on the answer. 

A That's all we did. 

Q That's all you did, I'm sure. If I recall 

the UNE rates are lower on this filing than 

any previous filing. 

difference between the first UNE filing and 

this filing, the difference in how much they 

are? 

Do you know the 
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A 

Q 

A 

Q 

A 

What other UNE filing are you referring to? 

I mean, the first time we talked about UNEs 

and the one you filed in this proposal. I 

believe in the testimony and I know at the 

informal conference you all were talking 

about them being lower? 

Okay. 

I'm just trying to get an idea of how much 

they continue to go down? 

I understand. In Administrative Case 382 

there was a settlement of all the parties and 

a certain set of deaveraged UNE rates were 

filed. And in this proposal we have put 

forward a set of deaveraged UNE rates that 

are, in fact, lower than the ones in that 

settlement stipulation. There are differen,- 

-there is a different methodology at work in 

the way those rates were calculated and also 

the model has been updated. 

rates were based on the October run of the 

synthesis model and the rates that we put 

forward in this case are based on the January 

run of the synthesis model. So, there are 

methodological differences and those are 

The initial 
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primarily responsible for the rates going 

down. And they are the lowest rates, the 

rates that we put forward here are the lowest 

rates that have been put forward. 

Q So, there is a possibility that when we 

continue 382 they could go lower? 

A That's a possibility, yes. 

Q I asked Mr. Gerwing and he referred it to you that 

the CALLS proposal, that now since the Universal 

Service Fund is almost doubling, does that mean 

BellSouth will receive more from the--more of the 

universal fund from the feds than the--1 can't 

remember what it was that you got previously, just 

a few months ago it seems like? 

The high cost considerations that the FCC 

went through using the ACPM, the synthesis 

model, resulted in payment to BellSouth for 

Kentucky. And that amount was reduced from 

the October to the January run from $12 

million down to something a little over a 

million dollars. The CALLS--and that's still 

there and won't change--the CALLS proposal 

includes a $650 million Universal Service 

Fund that's additional subsidy inherent in 

A 
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access rates. It doesn't have anything to do 

with high cost, basically. And that is a 

national number. So, a portion of that will, 

in fact, flow to BellSouth, but it will flow 

to BellSouth from subscribers, not from 

interexchange carriers or from any funds for 

something there is 

includes an increase to the subscriber line 

charge and then there is a universal service 

line item that is estimated to be something 

in the other of 36 cents where those 

Universal Service Fund amounts will be 

collected. And then the CALLS proposal 

includes how that money is to be spent to 

reduce carrier common line or reduce multi- 

line business PICCs or treated as multi-line 

business SLCs as we go through the five year 

progression of the cost plan. 

happen is we will charge 36 cents to 

individual subscribers, that money will be 

put into a fund and then that fund will be 

distributed out to the recipients based upon 

formulas in the CALLS plan. BellSouth is a 

recipient of some of those funds. That money 

a--the CALLS proposal 

What will 
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is then used to reduce either carrier common 

line or multi-line business, SLCs or PICCS. 

So, the original which just went to eight 

states, you are saying this new amount will 

go to everybody? 

It doesn't go to everybody. There are payers 

and recipients, I don't know those details, I 

do know that BellSouth is a recipient, but 

there will be some LECs that are net payers. 

But it is a function of how much implicit 

subsidy they still had in their access rate 

structure. 

it is a function of implicit subsidies 

remaining in the access structure. 

high cost fund--there are three funds: 

Schools and libraries and rural health care, 

high cost, and now there is this $615 million 

fund that deals strictly with the implicit 

subsidies in interstate access charges. 

It is not a high cost evaluation, 

And the 

MS. CHEUVRONT: 

So, it has taken me about four years to 

get a little more knowledge on USF, 

maybe in four years I'll have more 

knowledge on this CALLS, too. That's 
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all I have. Thank you. 

CHAIRMAN HELTON: 

Ms. Dougherty. 

MS. DOUGHERTY: 

Thank you. 

BY 

Q 

A 

Q 
A 

CROSS EXAMINATION 

MS. DOUGHERTY: 

Could you tell us about what the Commission could 

expect in the July 1, 2000, filing under the 

current Price Cap Plan assuming that no final 

order is issued in this case prior to that time? 

Well, I can get you in the ball park, I 

think. 

That's what I was asking for. 

The proposal that we have in front of you, of 

course, would supplant that, but assuming--given 

your hypothetical that there is no order before 

then and there would be something that told us to 

go ahead and operate under the existing plan, I 

guess our expectation of inflation is in the 

neighborhood of 2%, and, so, you wind up with 

approximately a 2% reduction, somewhere in the 

neighborhood of $6 to $7 million. And then the 
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mirroring requirement for the CALLS plan which 

will be implemented in July, we expect that the 

impact of that would be roughly equivalent to what 

we have in the rebalance, that there would be some 

puts and takes there. 

go--the switched access charges would go down, but 

non-traffic sensitive revenue requirement would 

likely go up. 

neutral or not, I'm not sure yet. And I haven't 

seen the CALLS proposal that was just issued or 

just approved, and, so, I don't know what actual 

interstate CALLS rates will result from the 

approval of the CALLS plan and how that would be 

mirrored in the intrastate tariff. 

Given the $6 or $7 million that you are 

estimating, where would BellSouth propose to 

make the reductions? 

The access charges would 

Whether those would be revenue 

Q 

A Well, in light of our objective to focus on 

access charges and our commitment in the 

settlement stipulation, I think we would 

probably request deviation again to apply 

that reduction to non-traffic sensitive 

revenue requirement. 

In your proposal the access rate drops to Q 
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A 

Q 

A 

Q 

A 

Q 

A 

.055, is that originating or terminating or 

applied to both of them? 

Both. 

Both. You talked about a total of $2.5 

million reduction, is that on--which end is 

that, one or both? 

Well, that is what it takes to get both ends 

to .055, given that both ends are today at 

.008 and the non-traffic sensitive revenue 

requirement only applies on the terminating 

side. So, it is a bigger reduction on the 

terminating side but only that is because 

where NTS is applied. 

Okay, thanks for that clarification. 

BellSouth currently imputes access revenues 

to itself based on the Commission's Order in 

Administrative 323; correct? 

That's correct. 

With your proposal to eliminate the NTS and 

reduce access charges, how would this 

imputation be affected? 

Well, the imputation requirements in 323 

exclude non-traffic sensitive revenue 

requirement collected in the manner in which 
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Q 

A 

Q 

A 

Q 

A 

we collect it. So, NTS doesn't affect 

imputation. 

access rates would cause the imputation level 

to fall to .055, essentially. And it is 

pretty high today, it is like a nickel. So, 

two ends of switched and billing and 

collections, which is what is imputed, would 

maybe take us into the two cent category for 

imputation rate. 

and collections piece any more so I'm 

guessing, but in that neighborhood. 

Your testimony includes an adjustment for a 

reduction in the UNE loop rates; is that 

accurate? 

Yes. 

Are these deaveraged UNE loop rates the same 

rates that have already been adopted on an 

interim basis in Admin 3823 

Well, they are not the same. 

They are not the same rates, but the same--we 

are talking about the same charges; correct? 

That you are proposing to lower the rates 

here? 

Yes, the rate that is deaveraged is the UNE 

The reduction in the switched 

I don't know the billing 
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loop rate which we feel is the only rate that 

really should be deaveraged from the UNE 

perspective, the loop that--rates that are 

associated with loops or loop related 

services. So, for instance, the port charges 

not deaveraged nor is transport or the other 

elements of unbundled--the other prices 

associated with other unbundled network 

elements, it is just the loop. 

The rate you are proposing for this UNE loop 

is lower than the rate in the stipulation 

that the Commission adopted on an interim 

basis in 382; is that correct? 

Q 

A That's correct. And that--there is a chart, 

I believe, in my testimony of that. On page 

three of my testimony the rates in the 

stipulation are 14.79 for zone one, 27.68 for 

zone two, and 47.78 for zone three, and those 

rates change respectively to 13.54, 19.73, 

and 28.27. 

Why are you proposing this reduction to UNE 

loop rate in this proceeding when the 

Commission has a pending case for UNE loop 

rates and other UNE charges and why not make 

Q 
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the reduction in the case that is pending? 

A Well, it is basically a matter of 

consistency. These are the UNE loop rates 

that we use to create the UNE package that we 

use to develop the size of the Universal 

Service Fund by comparing revenues to the UNE 

package. So, since these are the rates that 

were used these rates are most consistent 

with the theoretical basis that we feel 

should be used for deaveraging the unbundled 

network elements that some roll up of our 

rate groups in major metro, minor metro, 

rural kinds of zones for a UNE deaveraging. 

So, the rates are lower than those in the 

stipulation, they are the rates that we used 

to calculate the Universal Service Fund and 

they are more consistent with the methodology 

that we subscribe, so we felt like we should 

put them forward on an interim basis until 

the matter is resolved in 382. But we are 

not foreclosing debate on methodology in 382. 

There are people who are proposing other 

methodologies. 

Q Okay. I wanted to talk with you for a moment 
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about the impact of your propose for the USF. 

In your original December 17, 1999, filing in 

this proceeding you determined an intrastate 

fund of approximately 25 million, and given 

revisions by the FCC that amount is now 32 

million; is my understanding correct? 

A Correct. 

Q 

A Well, the methodology for determining them is 

How are these amounts determined? 

essentially the same, but the numbers have 

changed from two perspectives. 

package changed because the synthesis model 

was updated and that is what results in--the 

UNE rates that we used in the original 

proposal were based on the Commission’s 382 

Order and the density zone based thresholds 

that the Commission had put forward in that 

Order. The--and, so, we used the synthesis 

model from October and those density based 

thresholds to establish the UNE zones. That 

generated a UNE price which was part of the 

UNE package. 

package to revenues available in those wire 

centers and the difference rolled into the 

The UNE 

Then we compared that UNE 
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Q 

A 

Q 

A 

Q 

A 

Universal Service Fund. The synthesis model 

was then updated and we changed the way that 

the wire centers are combined into UNE zones. 

So, this proposal now uses rate groups, not 

density zones, to establish the UNE zones. 

That generated these UNE loop prices. That 

changed the price for the UNE package, and we 

also updated the revenues, by wire center. 

So, all the numbers changed. And, as a 

result of that, we went from a $24 million 

fund to a $32 million fund. 

Could you provide a work sheet showing the 

development of this revised $32 million 

amount? 

Sure. 

You have estimated the fund size using the 

HCPM to be $61 million and an estimated 

contribution by BellSouth customers of $33 

million for the net gain of $28 million if 

USF is implemented; is that accurate? 

That's correct. 

Could you provide a determination of these numbers 

and what they are based on? 

Yes. Now, or later or-- 
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Q If you can describe it now that is fine. 

had a work sheet in mind if that would be 

preferable. 

I 

A Okay. $61 million is just the synthesis 

model, the HCPM model output for BellSouth. 

The total fund is, like, $91 million for the 

state when you include GTE and Cincinnati 

Bell. So, that is where that number comes 

from. 

that discusses intrastate revenues for 

telecommunications companies and I think in 

the comments that we filed in Administrative 

Case 360 there is a reference to those 

numbers that result in a 6.1% assessment 

percentage, $1.4 billion--almost $1.5 billion 

and a $91 million fund that gives you about a 

6.1% assessment methodology. If you apply 

that 6.1% back to BellSouth's revenues, you 

get the offset of the $33 million. So, $61 

million minus $33 million gives you the $28 

million. But I can put that all on a piece 

of paper. 

There is a report produced by the FCC 

Q Okay. So, we talked about the proposal that 

you filed in December as revised at $32 
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million and then this amount of $28 million 

under the HCPM, could you explain how these 

relate? 

A Well, the--again, the 24 versus 32 is a 

similar rationale with a different set of 

arithmetic. The $28 million number is a 

different rationale. As Fred mentioned 

earlier, that the original discussions of how 

you would size the Universal Service Fund 

were based on revenue benchmarks. And with 

the federal high cost determination and the 

synthesis model, the FCC changed to a cost 

benchmark. So, the rationale change that is 

involved in the numbers is the $28 million 

number based on the $61 million fund using 

the cost benchmark and then offset by the 

fact that we would have to contribute-- 

BellSouth would have to contribute some to 

that fund. And, so, the net of that amount 

would be--the net receipts we would get would 

be 28 million. I think the point that we 

tried to make here was that these numbers are 

not so precise that we are not really talking 

about the same kind or single level of fund 
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and, so, the $24 million number that is on 

the ,able in the rebalance is, we consider, 

enough at this point to move on, because we 

can model this thing to death. And every 

time you run the model you will probably get 

a little different number, and every time you 

tweak an input you will get a little 

different number, and is it worth the 

difference to continue to run these 

exercises. And, essentially, we are saying 

no, we don't think so. 

rebalance proposal is adequate so let's move 

forward. 

We think the 

Q So, essentially, BellSouth is agreeing to 

absorb the difference between the amount of 

calculated USF and the amount you are seeking 

to rebalance your rates? 

It is an absorption risk because if that 

number is right, then there is some implicit 

subsidy left in the rate structure and that 

might be competed away. 

not be right, so, yes, there is some 

absorption risk involved in this process, 

yes. 

A 

That number might 
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Q By characterizing this as a risk, are you 

conceding that none of the calculations for 

USF that we talked about today are final? 

A Well, I'm concerned that they will ever be 

final, personally. But, clearly, there--you 

know, the FCC is not done yet with the high 

cost model, apparently. They are continuing 

to evaluate access line inputs and what have 

you and they are talking about updating it 

quarterly. So, I'm not sure the word final 

is in their vocabulary. 

MS. DOUGHERTY: 

I have nothing further. 

CHAIRMAN HELTON: 

Redirect? Does anyone have anything further? Mr. 

Gillis? Thank you Mr. Rausch. 

MR. MERSHON: 

I'd just like to ask the witness if he is clear on 

what he is to produce? 

A Yes. 

MR. MERSHON: 

I was not totally clear on that second or third 

one? 

I need to produce the numbers that came up with A 
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the $32 million number and also the backup for the 

$28 mil ion number in 360 comments; is that 

correct? 

MS. DOUGHERTY: 

That's correct. 

CHAIRMAN HELTON: 

Mr. Mershon, I forgot to ask Mr. Gerwing, but you 

said you have a list of those 31 counties and I 

would like to have a copy of that to look at. 

MR. MERSHON: 

Sure. 

CHAIRMAN HELTON: 

Not immediately but before the hearing is over 

today. 

MR. MERSHON: 

We'll get the list. 

MR. KITCHINGS: 

BellSouth doesn't have any other witnesses. 

CHAIRMAN HELTON: 

Ms. Cheuvront? We do have Mr. Drabenski? 

MS. DOUGHERTY: 

Yes, we do. Would yoy like to take the stand sir? 

MR. MERSHON: 

Madam Chairman, while the witness is coming, 
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BellSouth would propose that the order of cross be 

the Attorney--either the Commission or the 

Attorney General and then BellSouth because it 

would help us determine whether we really have 

anything left for this witness. 

MS. DOUGHERTY: 

I can volunteer to cross-examine first, if you 

even want to characterize what I'm going to do as 

cross-examination. 

(WITNESS DULY SWORN) 

The witness, WALTER P. DRABENSKI, having first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MS. DOUGHERTY: 

Q 

A It is Walter Drabenski. 

Q Thank you. And what position or role have 

For the record would you state your name sir? 

you had in this proceeding? 

A As President of Vantage Consulting, we were 

the firm that did the audit of the PRP during 

1999. 

And has that audit been made a part of the 

record of this proceeding? 

Q 
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Q 

A 

Q 

A 

Q 

A 

Q 

Yes, it has. 

On or about May 4 ,  2000, did you cause to be 

filed in this proceeding Vantage Consulting, 

Inc.'s, testimony? 

Yes, I did. 

And was that testimony an effort on the part 

of all of the auditors of this case? 

We had five senior consultants who worked on 

the project, each contributed to the 

testimony, and I will try to answer the 

questions. 

me, I'll defer to him on the ones I'm not 

comfortable with but I'll make every effort. 

At the time that the audit report was 

produced there were a couple of corrections 

made to the report, do you know whether all 

of those corrections have been filed into the 

Mr. Fowler, Mark Fowler is with 

record? 

I was under the impression that the 

corrections, which one chart that was 

mislabeled was included in everybody's 

distribution before it went out the door. 

Do you have any changes to your testimony or 

to the audit report that has been filed? 
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A No. 

Q I'd J L,.e to ask you some qu tions, as I 

referenced before, they are not exactly in 

the nature of cross-examination since you are 

a witness hired by the Commission. 

A Okay. 

Q You made several recommendations in your 

report and in your testimony and I wondered 

one of them referred to the need for better 

communication. What--between BellSouth and 

the Commission--what particularly did you 

have in mind or what recommendations do you 

have? 

A Well, the entire series of issues in 

telecommunications that are before the 

Commission and the FCC and all of the 

utilities involved, they are so complex, so 

difficult to understand, as I think we have 

learned this morning and this afternoon, that 

it was our view that work shops or attempts 

to make sure that everybody was on the same 

educational level regarding types of models 

being used, the impact of various efforts at 

the federal level and ultimate at the state 
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level. If that kind of communication could 

take pAace in a forum other than an official 

on the record forum, all the parties would be 

better prepared and better able to formulate 

strategies on a going-forward basis without 

doing any formats such as this where perhaps 

best solutions aren't put forth in the 

initial proposals. 

You recommend eliminating the productivity 

factor determination, is that true? 

Q 

A That is correct. 

Q Why do you think elimination of this 

adjustment is appropriate in the current time 

frame? 

I think the report goes into some detail as 

to the FCC's CALLS report in discussing what 

value the productivity factor had. It was-- 

it served its purpose when initially put in 

place, so we are driving rates down to where 

they need to be. 

thought were a few problematic issues with 

using the productivity factor. 

you are depending on a number that is 

developed from a model that was never 

A 

We discovered what we 

First of all, 
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intended for being prospective--to be used on 

a prospective basis. 

jurisdiction to jurisdiction. 

it are never known until some months after 

the time period is completed and then the way 

it was designed the implementation or the use 

of the revenues that dropped out from it were 

going toward rate reductions, which are 

somewhat counter productive, to try to 

stimulate competition. 

forth and--when we talked about getting rid 

of the productivity factor what we really 

mean is that we are looking at a better way 

to use the revenues that BellSouth generates 

through its improvements of productivity. I 

think we have seen that BellSouth is very 

capable of being innovative and bringing 

money to the bottom line when they are given 

an opportunity. 

with a method where those dollars were first 

known on a more definitive basis before hand 

and then used in a manner that brings more to 

the ratepayers in the state. 

Is it your opinion that the use of the 

It varies from 

The results of 

We went back and 

What we hope is we come up 

Q 
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productivity adjustment money in the past 

four years h s not been an effective way to 

increase the competitive market with the 

reduction of access charges then? 

A Well, I think if the money had been used to 

reduce residential rates it would have been a 

disincentive to increasing competition, 

because as Mr. Gerwing indicated, virtually 

every indicator out there says that 

residential rates are lower than what they 

need to be to instill some competition. Now, 

the Commission, wisely, I think, allowed the 

company to use the money to reduce access 

charges and that helped. But on a going- 

forward basis I think the access charges will 

be resolved and then the question was what do 

you do with the benefits of this productivity 

increases and we were sort of in a quandary. 

And that's why when after the meeting with 

the Economic Development people we thought 

there might be a better way of utilizing 

those revenues. 

Did you review BellSouth's rates and tariff 

structure to the extent that you feel 

Q 
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comfortable telling the Commission that there 

aren't additional rates that BellSouth is 

charging that should be reduced rather than 

the incentive plan of capitol deployment? 

We clearly did not study rates to the degree 

that you would for a rate case. 

look at any comprehensive current model 

results that would have told us where there 

was subsidies and where there weren't. I 

think Mr. Gerwing indicated this morning that 

even BellSouth today can't tell you what the 

exact level of subsidies are because they are 

just reaching some decisions as to what 

models to use and what inputs to include in 

them. 

Kentucky, what we saw based on our 

understanding of the rest of the BellSouth 

system, in the industry in general, is that 

it was very likely that the residential 

rates, at least, were being subsidized. 

Whether the business rates were over 

subsidizing this is something we didn't go 

into any real detailed analysis on. 

Your audit report recommends the elimination 

A 

We did not 

I think what we saw from BellSouth in 

Q 
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or the phase out of the TFP. 

proposed that it be eliminated on a flash-cut 

basis. 

would be more appropriate in the current 

climate ? 

BellSouth has 

Do you believe that phasing it out 

A We vacillated a bit ourselves. I think if 

you read our report and what some of the 

recommendations were and then read the 

testimony as of a month ago, initially we 

suggested that it could be cut out in the 

year 2000. 

seeing, given that it is now June, it will be 

some period of time before we get a decision, 

given that the CALLS proposal has some rate 

increases, we are beginning to believe that 

perhaps a phase out is a better solution. 

The proposed transition rate plan that 

BellSouth provided in response to our audit 

did not have a lot of definition in it 

regarding the amount of dollars that would be 

used for infrastructure enhancement, for 

example, and only today in Mr. Gerwing's 

testimony that we learned what some of the 

real dollars are. I think even there there 

I think based on what we are 
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is some question as to what the net dollars 

would be. So, when we posed our testimony we 

tried to perhaps take a little harder 

position on when the rates increases for 

residential should go into effect and when 

the productivity factor should be phased out. 

And I think at this point we have got a 

little bit better idea but there are still 

some numbers that you probably need to better 

understand before you could come up with 

something that was certainly neutral on an 

overall basis. 

How might the Commission go about phasing out 

the TFP if it chose to do that? Would you 

suggest just a lowering the percentage rates 

or how would that phase out work in your 

mind? 

Q 

A Let me make something clear. Part of what is 

being--part of the quid pro quo is the 

transition plan basically says we will give 

you a fixed amount of money for 

infrastructure replacement, for reduction of 

access fees in lieu of the service fund. If 

the plan went on, the amount of money that 
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the productivity factor produces each year is 

dependent upon inflation, you can see that 

over the last three years it varied from 

three million to seven million. Each of 

those years you didn't know how much money 

was going to be available because of the 

inflation rate ultimately dictated that. So, 

part of what is being offered here is a 

fixed, known, defined benefit versus an 

unknown benefit that will accrue based on 

what future inflation is going to be. So, I 

think that needs to be factored in when you 

look at how you phase things out. You know, 

we are halfway through the year 2000. I 

think people can probably come up with a 

reasonable estimate for this year. 

certainly a lot of speculation as to what 

inflation is going to be over the next couple 

of years and the feds certainly doesn't-- 

seems to have ideas that it is going to go up 

and I'm trying to keep driving it down. 

I think in the final calculations the 

Commissioners need to make an assessment of 

how valuable it is to have a known benefit 

There is 

So, 
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that is promised to you that is going to be 

ruled out as opposed to some unknown benefit 

that is going to be based upon the national 

inflation rate. 

Q Do you see the benefit of such deployment proposal 

then as opposed to the inflation factor that is 

unknown to be that the Commission can determine a 

set value ahead of time? 

A Well, I think largely yes. It is certainly 

easier based on the numbers that have been 

provided. You have to make some leaps of 

faith as to what that is worth in real 

dollars on a rate of return basis, I guess, 

to find out what you are really getting. 

it is certainly easier to come up with some 

sense of the value of that than it is to sit 

and say, well, we may get something but it 

all depends on what inflation. Secondly, if 

you look at it in a more macro basis, you 

look at what is the leverage of what you get 

out of infrastructure enhancement as opposed 

to some minimal--let’s say we reduce business 

rates. 

impact to the state because interest rates-- 

But 

Do you really see a macroeconomic 
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interest business rates go down by a couple 

of percent; probably not. 

How can the Commission be assured that the 

money that is deployed in broadband capital 

investment would not have been deployed 

anyway? 

actually get its hands on the benefit that is 

going to accrue to Kentucky from this plan? 

A I think Mr. Gerwing mentioned the company's 

business plan. And all companies, in 

particular those that are competitive, they 

look to the potential profit before they 

begin to deploy capital. 

think there has been a widespread effort in 

the areas that are being emphasized to deploy 

capital for broadband initiatives. So, I 

feel comfortable that the company is saying 

we are going to spend money that we wouldn't 

ordinarily spend. 

changes over the next couple of years as 

technology costs come down and uses 

utilization increase, it is hard to 

speculate. 

the issue and the amount of money and how it 

Q 

How is it that the Commission can 

To date I don't 

To what degree that 

And I think the need to revisit 
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1 

2 probably appropriate. I think there was some 

3 discussion about, you know, every couple of 

4 

5 

6 

7 

a to other states, probably is the best way to 

9 resolve that. But at this point in time you 

is being spent in terms of technology is 

years coming back to look to see whether--are 

you in the right places, is the type of 

technology appropriate, the number of dollars 

being spent are appropriate, comparing them 

10 

11 

12 

13 

14 potential return. 

1 5  Q 

16 

17 limited rate rebalancing. Do you have any 

18 

19 rebalance made by BellSouth? 

20 A As management consultants it really pains us 

21 to ever suggest rates should increase. We 

22 tend to look for ways to reduce cost, reduce 

23 operating expenses and keep rates low. By 

24 

have to simply look at it from a business man 

standpoint and the answer is without some 

type of incentive companies aren't going to 

invest in those areas because there is no 

On page four of your testimony you mention the 

effort that has been made to move forward with the 

recommendations with regard to the proposed 

the same token when you look at the industry 
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is being spent in terms of technology is 

probably appropriate. 

discussion about, you know, every couple of 

years coming back to look to see whether--are 

you in the right places, is the type of 

technology appropriate, the number of dollars 

being spent are appropriate, comparing them 

to other states, probably is the best way to 

resolve that. But at this point in time you 

have to simply look at it from a business man 

standpoint and the answer is without some 

type of incentive companies aren't going to 

invest in those areas because there is no 

I think there was some 

potential return. 

On page four of your testimony you mention the 

effort that has been made to move forward with the 

limited rate rebalancing. 

recommendations with regard to the proposed 

rebalance made by BellSouth? 

As management consultants it really pains us 

to ever suggest rates should increase. We 

tend to look for ways to reduce cost, reduce 

operating expenses and keep rates low. By 

the same token when you look at the industry 

Q 

Do you have any 

A 
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1 and you start talking about competition, rate 

2 rebalancing is probably both necessary to 

3 

4 

5 its other initiatives. So, what we have 

6 

7 

8 page 12 or 1 3 ,  was whether the rate 

9 

stimulate competition and probably will be 

required as the FCC moves along with some of 

struggled with between our original proposal 

and what we put in the testimony, I guess on 

rebalancing should be done over two years, 

10 should it be done over three or four years, 

11 should you delay it a little bit because of 

12 potential increases to bills that ratepayers 

13 will see due to the CALLS proposal, I don't 

14 have a real good answer there. I think how 

15 

16 

17 of the equation. 

18 Q On the deployment side? 

19 A On the deployment side, certainly the access 

20 fee reduction, and I think Mr. Gerwing 

21 indicated that the estimate the Universal 

22 Service Fund risk that they are talking is 

23 based on some current projects and whether 

24 

much--how quickly it goes depends on what the 

company is willing to give on the other side 

those numbers will change up or down in the 
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future, whether their risk is higher or less 

may be better defined. 

Q You had been concerned about the 

quantification of the benefit of the 

deployment broadband and it hadn't been 

specified. 

morning about the amounts to be spent over 

the next few years above that which had been 

budgeted. Does that allay your concerns? Or 

do you think that the Commission actually 

needs more detail about the deployment 

You've heard the testimony this 

A I think additional detail that could 

potentially be available is useful. 

there is perhaps two side to the equation. 

What the company is saying is that we are 

willing to spend this incremental money in 

areas that we ordinarily would not invest, 

and that's quid pro quo. To simply take that 

number and assume that that is the benefit, I 

think is not quite correct, because there 

will, of course, be revenue generated by 

those who take advantage of the broadband. 

So, you have to net that out. So, when you 

talk about--what was the total 19 million or 

And 
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some number in that range of potential 

investment--I'm not sure that you can imply 

look at that as the total number. you need 

to ask what that means in net dollars. I 

would suggest that perhaps the company can 

provide some indication of what their 

business plans suggest revenue would be. 

Is there any way that you could help the 

Commission to get a handle on whether the 

proposal by BellSouth to change its Price Cap 

Plan and the benefits that would accrue to 

Kentucky from that proposal are equal to or 

better than the current plan or the benefits 

that have already been derived? I mean, are 

we talking apples and apples or is there 

anyway to know? 

Q 

A From what I heard today I think we are pretty 

close. I don't think--if the numbers that will be 

invested for broadband, in fact, are incremental 

numbers and the timing is done and the typical 

benefits to the state accrue, I think it is a very 

good deal for the state. I think as a number of 

people suggested earlier, since BellSouth really 

doesn't know what the exact cost is going to be, 
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they 

tech 

are estimating cost based on today's 

ology. Tomorrow's technology or tod Y'S 

technology tomorrow may be less expensive or may 

be different and I'm not sure you want to give up 

some hard dollars or some potentially hard dollars 

that would have accrued through the productivity 

factor for some soft dollars that may, in fact, 

not be the same numbers if the cost for 

implementation go down in the future. So, it is-- 

again, I think that is why this needs to be done 

with some expectation that there is a review, and 

if it turns out that the cost for implementation 

was much less or the revenue that is being 

received is significantly more than the business 

plan originally estimated, then you need to 

revisit it and bring it back to the table. 

Q Your testimony describes how profitability as 

measured by return on equity is not a viable 

regulatory measure under the Price Regulation 

Plan. What would you propose this Commission 

base its decisions regarding these rates to 

determine fair, just, and reasonable rates if 

it doesn't use any rate of return analysis? 

A Well, when you go to a Price Regulation Plan 
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what you are giving up is rate of return as 

the primary measure of a utility's success as 

a utility. In fact, the type of rates of 

return in the increases to a certain degree 

prove that the program worked, that the 

company took the initiative, did all the 

things to become profitable and competitive, 

which will ultimate drive their cost down as 

more and more of their products are moved to 

the competitive side of the business. 

Ultimately you are looking for reliability 

and quality of service, those can be 

measured. You know, we talked a little bit 

about service standards and reliability and 

they need to be changed, I think some new 

ones need to be incorporated, but as you go 

to a more and more competitive market 

environment, you are going to end up with 

market based prices which are really what you 

are ultimately looking for. 

going to be--that is going to drive their 

profitability where it needs to be, or it 

will end up where it is based on their 

ability as a business to be successful. 

And that is 
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9 A  Well, let me just back up. The 35% that is 

equity as approximately 35% now and that that 

shouldn't even be considered when evaluating 

whether to have this rate rebalancing, 

whether there is a need for it or anything of 

10 
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12 

13 basis. We used that operating income, if you 

14 were doing it on a regulatory basis you would 

in our testimony is intended to show a trend. 

That is not rate of return on equity that 

would be used for any kind of regulatory 
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should be aware that BellSouth can be 
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Is it your view that the Commission should 

not then even consider the fact that, as you 

stated in your testimony, the return on 

equity as approximately 35% now and that that 

shouldn't even be considered when evaluating 

whether to have this rate rebalancing, 

whether there is a need for it or anything of 

that nature? 

Well, let me just back up. The 35% that is 

in our testimony is intended to show a trend. 

That is not rate of return on equity that 

would be used for any kind of regulatory 

basis. We used that operating income, if you 

were doing it on a regulatory basis you would 

probably go towards more net income which 

would take into account a number of other 

things, it would be lower. I think the 

company comes up with about 29% versus our 

35%. Needless to say, the curve certainly 

shows that the company has been extremely 

successful in the last four years in 

improving their profitability. 

to the question, yes, I think the Commission 

should be aware that BellSouth can be 

Now, to get 
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extremely innovative and extremely successful 

when the right carrots are put in front of 

them, and that is what has occurred. And, to 

that degree, I think there is no reason why 

the Commission shouldn't continue to push 

BellSouth to provide its customers with as 

much as possible and have to work hard to 

achieve the profitability they think they 

need to achieve. So, that is why when you 

look at our testimony on page 13, we took a 

much tougher position regarding rate 

reductions than what was in our original 

report. It was largely because--well, partly 

because we didn't have a good definition of 

the numbers and, secondly, because I think 

BellSouth has demonstrated that they can be a 

very innovative and successful company when 

pushed. 

Does that innovation and success maybe lead 

you to think that this Commission should not 

need to be in a position to raise the 

residential rates? 

Q 

A Well, you would still run into a quandary. 

It is real easy for all of us to sit here and 

- 207 - 



41 
U 
W a 
a a 
v) a 
W + 
B 
w a 
a 

5 
W 
v) 

0 
51 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

17  

1 8  

1 9  

20  

2 1  

22  

23 

2 4  

say, well, great, they are profitable and we 

don't need to raise residential rates. All 

you do is put off rate rebalancing for 

another couple of years. I think the real 

issue is how do you raise residential--how do 

you achieve rate rebalancing? Do you do it 

slowly over a couple of years, do you do it 

in a couple of 10% increases in certain rate 

groups? My own--our professional opinion is 

that you should really work toward a rate 

rebalancing. 

objective because I think it will stimulate 

competition faster and it will take away some 

potential rate shock two or three years down 

the road. 

over two years, I think I would look at what 

period of time you want the extension of the 

PRP or TRP, or whatever you want to call it 

from now on, to go, and maybe look at, you 

know, a longer period of time, recognizing, 

of course, that the more you stretch it out, 

the fewer dollars that the company is getting 

up front for access charge reduction and 

Universal Service Fund. 

We included it as an additional 

The company proposed it be done 
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Q What are the consequences, as you see it, for 

this Commission not rebalancing rates or are 

there any? 

A Probably rate shock three or four years down 

the road. Instead of a 20% rate increase 

over two or three or four years now, end up 

with perhaps 20% or more in the future from a 

pure rate standpoint. Secondly, you are not 

going to see any competition in the 

residential area, at least in the existing 

type of services, as long as you have that 

kind of an imbalance. 

Do you think there would be any effect in the 

long run on the incentive to invest in our 

state if rates aren’t rebalanced? 

Q 

A I think there will be an impact in the long  

run of other CLECs to invest in 

infrastructure that will serve residential 

customers, except in the places where, you 

know, Louisville perhaps where there is a 

great enough density and it is close enough 

that they can be profitable. 

But you would agree that to the extent that 

the Commission delays this inevitable, if it 

Q 
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is inevitable, rate increase, there is 

benefit to those that aren't paying that 

rate? 

A Absolutely. 

Q Did your consulting group look at the ent,re 

telephone company market in Kentucky in 

reaching a recommendation? 

A We looked at recent actions and activities of 

some of the other large telephone companies. 

We didn't do a comprehensive study of all the 

rates or all of the utilities, and I 

recognize that there is fairly broad range of 

types of plans and programs in place there. 

Q Do you have any sense, based on your analysis 

done for this proceeding, whether rebalancing 

rates for only BellSouth would have any 

effect on other incumbent carriers in 

Kentucky? 

I don't know, Mark may have a better sense of 

looking at some of the rate comparisons in 

more depth than I did, so maybe you can hold 

off your question. 

A 

Q Okay. I'll take that up with him. One of 

your recommendations was to not redefine the 
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baskets, or at least you were questioning 

BellSouth's redefinition of the service 

baskets. 

changed on that or what is your 

recommendation? 

What is your--have your thoughts 

A A little bit, yes, they have somewhat. When 

the response of our audit came out initially 

we were surprised to see BellSouth proposed a 

complete new definition of their baskets 

because during the audit there was never any 

discussion of that. There had never been any 

petitions by the--by BellSouth to move 

products from one basket to the other. And, 

in fact, we made a recommendation suggesting 

that they reassess whether items in each 

basket were appropriate. So, we were rather 

surprised and didn't see an overwhelming 

reason for it. Since that time we have had 

BellSouth put in some greater description of 

why they were proposing it and in reading the 

CALLS proposal we recognize that if you do 

away with the productivity factor it really 

doesn't matter, and if the baskets that are 

currently being proposed by BellSouth 
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probably come a little bit closer to what the 

CALLS proposal would envision. 

Q I believe that you also indicated that the 

presumptive validity of tariffs may not be 

necessary at this time; is that still your 

viewpoint? 

A Well, I think we propose in our report that 

presumptive validity be included. 

at all of the other states that BellSouth had 

PRPs in and every other state was part of the 

plan. It hadn't been a specific problem, to 

date, in Kentucky because there hadn't been 

any cost--there hadn't been any products 

moved into non-competitive--or competitive 

side with costs that somebody might have 

objected to. Our view, however, was that we 

didn't want to see an administrative 

nightmare occur where the company tried to 

change their cost to be competitive and 

competitors were using the regulatory process 

to slow it down. It is more of a 

housekeeping issue than anything. 

been a problem to date but it would be nice 

to have it in there in the future. 

We looked 

It hasn't 
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A I think my answer would be no. 

that because the company and the Commission 

wisely did not move money in the last two 

years, at least to reduce rates and widen the 

gap of rate balancing. And I'm hesitating on 

the answer because I think the advent of 

And I say 

competition probably is more dependant on 

other factors than the Price Regulation Plan, 

technologies, consumer requirements and so 

on. So, it more a matter of the plan 

probably didn't stimulate competition a great 

deal but it didn't necessarily hurt it. 

Do you think that the plan as proposed by 

BellSouth would stimulate competition more 

appropriately? 

Q 

A It's an incremental improvement. Certainly, 

the rate rebalancing goes a long way towards 

taking some barriers to competition away. 

Again, I think the primary drivers for 

successful competition will come from outside 

the plan. 

opportunities, changes in the economy itself. 

Do you work generally in several different 

states or different regions of the country? 

It will be new technologies, new 

Q 
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A 

Q 

A 

Q 
A 

Yes. 

And have you seen any plans or 

recommendations by other Bell operating 

companies that you think this Commission 

should consider? 

I can't think of anything that I've seen right 

now, Mark may have a comment or two on that when 

he gets on. 

familiar. We looked at and, I think, in our 

report included the PRPs we saw throughout the 

country, you know, and made a number of comments 

and observations on those. We seen a couple of 

changes, I think you mentioned Louisiana, what 

took place there. Quite frankly, I think a great 

deal has changed in the last week. 

With the CALLS proposal? 

Absolutely. Louisiana probably was--made an 

appropriate decision to not take any real 

action other than to extend their plan when 

they had to make their decision a month or 

two ago. 

better defined arena to work in, so it makes 

a lot more sense to be more pro-active in 

going forward than perhaps Louisiana or was 

He is probably a little bit more 

And today they are looking at a 
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it North Carolina had been just a few months 

ago. 

Are you aware of other states that have already 

rebalanced their rates and what kind of effect 

that has had? 

Q 

A I know that it has been taking place, we've 

discussed it, I don't have the information at the 

tip of my fingers. Mark may be able to shed more 

light on.that. 

MS. DOUGHERTY: 

That's all of my questions. 

CHAIRMAN HELTON: 

Attorney General. 

CROSS EXAMINATION 

BY MS. CHEUVRONT: 

Q As usual most of my questions were covered, so let 

me get organized for a minute. On page 49 of your 

report you say that competition has come in the 

form of new products and services and I believe 

you just said that on the stand. Were you saying 

that BellSouth can't offer new products and 

services, or am I just misreading this statement? 

A Let me refresh my memory. 
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Q 
A 

Q 

A 

Q 
A 

Q 
A 

Or reading too much into it? 

Page 49 under the subtitle Competitors? 

Isn't it one, two, three, Regulation, Chapter 3 in 

your Audit Report? 

Right. 

Yes. 

You said page 491 

Yeah. 

Well, the purpose of this section here was 

really--was an industry discussion of industry 

structural changes. 

question, when you talk about new products and 

services, BellSouth, like any other company out 

there today, will base the implementation of new 

products and services on their business plan and 

whether they think they can make money. 

what we talked about this morning was their 

willingness to invest in regions of the state that 

might not ordinarily be profitable. 

quo, so to speak, is that they will make the 

investment with much more risk towards potential 

profitability of that investment than they 

ordinarily would. Beyond that, I think, and, 

again, Mr. Gerwing said when we talked about those 

And I think to answer your 

A lot of 

But quid pro 
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products for broadband implementation, it may be 

different products than what are envisioned today. 

So, I think BellSouth is certainly willing to look 

at new products and services, but under today's 

environment they want to look at it when its got a 

reasonable prospect for profitability. 

I just wanted to make it clear that you weren't 

saying that they weren't able? 

a 

A Oh, no, no. 

a And that's the way--as I said, in my mind 

that is the way I read it. I just wanted to 

make it clear that that is not what you were 

saying. You talked about there not being 

competition and the I X C s  not entering the 

market, you--at first I thought you were 

saying it was just because of the rates bu 

think you went on and elaborated on it and 

I 

it 

had a lot more to do with just the rates was 

not what was causing the lack of competition 

in Kentucky. But, then, I also heard you 

make mention--you do know on page 97 and 98 

where you all have your little rate chart of 

all the BellSouth states--are you familiar 

with that? 
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A Yes. 

Q Earli r this morning I believe you were here 

when Mr. Gerwing said there is competition in 

Florida and Georgia. 

rate charts, Georgia has the third highest 

business rates and Florida has the lowest 

business rate with Kentucky being just next; 

on the residential side, Florida has the 

lowest residential rates. So, rates may 

really not have a lot to do with whether the 

IXCS want to come in or enter competition? 

As we see from your 

A well, I think we better be careful of the 

timing here. You know, these rates were 

published rates, tariffs based on what we saw 

a year ago. 

place in the last--and they probably went 

into effect a few years ago. So, you are 

comparing rates that may be three years old 

with the competition that has taken place in 

the last 12 months. I'm not sure what time 

frame Mr. Gerwing was referring to when he 

talked about those two states being the 

states with perhaps the greatest competition 

at this point. So, I just want to be 

The activities that have taken 
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careful, though, that we don’t take some old 

numbers 

there is no correlation between these numbers 

and where people-- 

He did say that he wasn‘t aware whether they 

had changed or not. Do you--from the way it 

sounds today the only states you work in are 

BellSouth states? 

nd try to reach a conclusion that 

Q 

A No, no, no. 

Q Okay. 

A It is just that as part of this audit we took 

a very close look at all of the programs that 

BellSouth had in each of their states. So, 

we are much more familiar with those rates 

and programs than some of the other large 

utilities. 

Q Just from knowledge from past work, are you 

aware of any other rates in non-BellSouth 

states or how they compare to rates being 

offered in other non-BellSouth states or 

companies? 

I’ve got all kinds of statistics and given 

rates. 

A 

Q Just general. 
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A Well, they are all over the place. I mean, 

depending on cost structure, levels of 

subsidies, what efforts have been taken. I 

think in Chapter 2 we looked at a lot of 

different programs and, again, here we were 

looking at Price Regulation Plans as opposed 

to basic, this wasn't a rate study by any 

means. So, the little bit that is in there 

about rates was sort of put in there to bring 

up a point. We didn't make any attempt to 

compare rates in Kentucky with the rest of 

the industry. That's pretty common 

information, there is a lot of data basis 

that have that out, you know, that type of 

information, I just haven't really looked at 

any of it in months, so I would be hazarding 

big time guesses. 

Q Well, one of the things we commonly hear and 

you are probably the first person I've heard 

expand on why there is no competition in 

Kentucky is because our residential rates are 

so low and they need to get higher. 

was just curious on--if there is residential 

competition in other states how--you know, if 

And I 
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they are that difference where you can 

comp re, is that really what is causing 

competition not to be in Kentucky? 

A It is really complex. In fact, Mark looked 

at an ILE--CLEC, I'm sorry, in Colorado and 

it was interesting because that CLEC 

basically had an exclusive franchise because 

nobody wanted to compete with him and I think 

it is written up in Chapter 3 or 4 of the 

report, it is a little discussion of it. 

Yeah, there is competition there. A CLEC 

came in and is providing local service to a 

small subdivision, fortunately it is the only 

competitor there, so it is a much more 

complex issue than simply what the rates are. 

Knowing whether there is subsidies, although 

the subsidies is probably the driving factor 

that would act as a barrier. 

I don't--didn't hear you say--and if I 

remember reading in your audit report, and I 

think also in your testimony, you suggested 

an initial rate increase of not more than 10% 

and then today you basically said because 

maybe rate shock down the road, and then you 

Q 

- 222 - 



1 

2 

3 

4 

5 

6 

7 

a 

9 

LO 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

2 2  

2 3  

2 4  

A 
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A 

9 

Q 

thought freezing was a good idea. 

still believe freezing is a good idea 

Well, the idea was to--when we were putting 

the report together, eight, nine months ago, 

we were toying with the idea of let's get 

some initial increases in, let's bring the 

residential rates a little bit closer to cost 

and then freeze them and see what the market 

is doing, whether there is any impacts. So, 

that is basically where we were coming from 

and, you know, I think the discussions today 

went to can you slow it down and do it over a 

longer period of time. Mr. Gerwing indicated 

you can skin the cat a lot of different ways 

and it is just a matter of what is most 

palatable at the time. 

Well, do you still think that even though this was 

written eight or nine months ago that possibly 

freezing them to see what the market is doing may 

still be a good idea? 

I think we proposed going along, which is what the 

company's proposal is, rate increases for two 

years and then a rate freeze for the next two. 

They proposed inflation, rate increase 10% 

Do you 
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A 

Q 
A 

Q 

A 

Q 

over two years and then increase it. 

Okay, well. 

That's why I wanted to get your-- 

I guess after a 10% increase 2% doesn't look 

bad. 

It depends all of the other little surcharges 

you are putting on that bill, I guess. 

Right. 

I just have one final question. 

Gerwing this morning and it is basically just 

since you have knowledge from all over the state 

if maybe you have any ideas. As it appears from 

this alleged competition, it is only helping the 

low income and any large long distance user, an 

Internet user or anybody that wants advanced 

technology. And you even said--I can't remember 

if it was in the audit report, the testimony--that 

the POTs customers will not see any noticeable 

rate reductions because of competition. It 

appears from what I see and what I hear is, though 

it is not a rate, the bill is rising because of 

competition. 

could possibly be done to help these POTs 

customers? 

I asked Mr. 

Do you have any suggestions on what 
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A I would refer back to the CALLS decision 

because that addressed that. In fact, some 

of the final changes that were made to that 

proposal were changes that took into account 

we are doing audits on the long distance side 

giving way with minimum bills and so on in 

order to give some rate relief to users of-- 

minimal users. I'm not real familiar with 

the exact structure here but the more you can 

make the bill variable for customers with 

minimal usage, the better it suits their 

spending habit, the usage habits. 

I'm not that familiar with the CALLS proposal 

either, and the more I hear today the less 

I'm familiar with it. But from my naivety 

knowledge and from what I read on the 

consumer side, it sounds like that they took 

away something that was competitive, the long 

distance side. You could, you know, maybe go 

Q 

to another long distance user, some weren't 

charging minimum fees, some were, obviously, 

some were charging USF percentage, some flat 

fees, you don't even have to have a long 

distance user any more if you don't want to, 

- 225  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o 

.1 

- 2  

- 3  

14 

15 

L6 

L7 

L8 

19 

20 

2 1  

22 

23  

24  

so that already eliminated that side. If you 

wanted to, if you actually shopped around and 

knew the right questions to ask and took a 

lot of what they took away there and put it 

on to the regular interstate field, so it 

seems like it may not necessarily have helped 

the POTS customers? 

No, I think you need to look a little deeper 

and I'm not an ex--1 read it once and that 

was late last night, so I'm certainly not an 

expert. But my understanding, at least from 

the Executive Summary, is that a minimal 

usage customer who opts through AT&T or 

Sprint to take a plan with no minimum payment 

should see a monthly decrease in their 

overall bills. 

that is my recollection in reading that. 

I know that is what it says but some of the 

charts I have seen--what I'm saying is this 

part was competitive that they took away. 

And they took--and they added it to something 

that is not competitive. So, if you had 

already worked and gotten the long distance 

part that they have taken away out of your 

A 

I'm generalizing but I think 

Q 
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bill, then it actually increased your bill 

some? 

I'm probably not a good witness on that. A 

MS. CHEUVRONT: 

And I'm maybe not even stating At right. 

So, I have no further questions. 

CHAIRMAN HELTON : 

Mr. Kitchings? 

MR. KITCHINGS: 

Yes, Chairman, thank you. 

CROSS EXAMINATION 

BY MR. KITCHINGS: 

Q Good afternoon Mr. Drabenski, I'm Langley 

Kitchings with BellSouth and I do, in fact, I have 

just a few, very, very brief questions for you. 

I'd like to take you first to your testimony, I 

believe it is on page 13, you have made reference 

to it once or twice and I just want to make sure 

we are all together on this. This is the second 

bullet point on line 12. Are you with me? 

A Yes. 

Q In that statement you are not suggesting, are you, 

that a rate rebalance is not needed? 
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A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

No, I'm not. 

You are, in fact, still in favor of a rate 

rebalance? 

Yes. 

Isn't it true, Mr. Drabenski, that in your 

findings in the audit report and in your testimony 

you represent the--or agree that a total fact of 

productivity needs to be done away with? 

Yes. 

And, in fact, you would also support the 

notion that a Universal Service Fund needs to 

be undertaken and properly done as soon as 

possible, wouldn't you? 

Making it general, I would agree with you. 

And you are also familiar with BellSouth's 

broadband deployment offer in this PRP tha, 

we have put forth, aren't you? 

Correct. 

And you would support that that is a good 

thing for the State of Kentucky and its 

associates, wouldn't you? 

I'd like to think we first proposed it. 

Okay. So, I'm originally from Mississippi 

and we have a saying down there about 
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A 

Q 

A 

Q 
A 

Q 
A 

shelling down the corn, it is kind of getting 

to the bottom line. So, when we shell down 

the corn from all of this, is it fair to say 

that you support a rate rebalance? 

Yes. 

You support the doing away with total factor 

productivity? 

In some manner, correct. 

Okay. 

Yes. 

And you support a Universal Service Fund? 

I believe the issue needs to be addressed, yes. 

You support the broadband deployment? 

MR. KITCHINGS: 

Thank you. 

further, Chairman. Thank you. 

I don't have anything 

CHAIRMAN HELTON: 

Ms. Dougherty? 

MS. DOUGHERTY: 

Nothing further. 

CHAIRMAN HELTON: 

Ms. Cheuvront? 

MS. CHEUVRONT: 

No. 
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CHAIRMAN HELTON: 

Mr. Holmes? 

VICE CHAIRMAN HOLMES: 

I just have a question, you talk about the 

difficulty of getting at the same subsidies. How 

do you ever know what the exact amount of subsidy 

is or is there any way to determine-- 

A well, first of all, you have to use some type 

of model to come up with an estimate. 

right off the bat you know you've got a wrong 

answer. Then if you want to get closer and 

closer to the right answer you have to go 

with finer and finer geographic areas so that 

you are beginning to match the actual cost 

investment with the users. And that becomes 

more and more complex, so you ultimately get 

down to, I believe, every call center having 

its own cost associated with it. And I mean 

at some point in time you could--you know, 

every house, depending on how many feet of 

wire they have, has a separate cost element. 

I think everybody agrees you certainly can't 

do it on a statewide basis because you know 

it is wrong. 

So, 

Even trying to do it on a 
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politically geographic basis, counties, is 

wrong, because you have urban versus 

suburban. 

VICE CHAIRMAN HOLMES: 

Well, I guess what I'm getting at until we get 

competition we really won't know what the 

subsidies are. 

When you can get the market rates then you 

know what it is worth. And you can only get 

the market rates when you have competition. 

A 

CHAIRMAN HELTON: 

Thank you Mr. Drabenski. 

MS. DOUGHERTY: 

We have just very few questions for Mr. Fowler. 

(WITNESS DULY SWORN) 

The witness, MARK FOWLER, having first been 

duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MS. DOUGHERTY: 

Q Mr. Fowler, did you participate in the audit that 

has been made a part of this record? 

A Yes, I did. 

Q And in the testimony that has been filed 
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approximately May 4 ,  20001 

A Yes, I did participate. 

Q Do you have any experience to tell us what 

states, if any, have already rebalanced their 

rates and what effect that has had? 

A Yes, I would like to address that. The 

problem with addressing it as a rebalance is 

rebalance by definition would mean that you 

had some implicit subsidy. Many states don't 

have the differential between the actual 

cost, or what we think are actual cost, and 

then the regulatory rate, in which case you 

don't have a rebalance issue per se. So, to 

just simply say are there states that have 

done a specific rate case, or rebalancing, is 

almost impossible to say. In fact, I don't 

know of any that called it that. There are 

in each rate case, particularly those that 

have come up recently, movements towards 

bringing rates towards market or cost, in 

fact, which could be called a rebalance. But 

are they called that specifically, not that 

I'm aware of. 

Q And do you know what effect those rate 
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changes in the states have made on the 

market? 

In the market particularly or are you 

speaking to residential or business or both? 

A 

Q Both. 

A For the most part in the residential area there is 

very limited competition anywhere in the U . S .  as a 

result of rates or anything else. 

And what about the rate changes for the business? Q 

A Rate changes on the business side, I think-- 

I'd say basically the same, that the 

competition is being driven by factors other 

than rate changes or the rate changes that 

have taken effect thus far. 

Q So, is it your testimony that the rate 

rebalancing that is proposed here will not 

actually affect or bring about competition in 

the residential market? 

I would say it would not bring about 

competition, it removes--makes one step 

towards removing a hindrance to competition. 

And it moves rates towards the direction of 

where they need to be to be in a competitive 

environment, which is basically towards 

A 
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market where it is caused. 

Do you have any opinion about the effect of 

the rate changes proposed by BellSouth in 

this proceeding that they might have--the 

effect they might have on other ILECs, that 

is, rebalancing Bell's rates but not 

rebalancing other ILECs rates? 

We did look at that particularly early on in 

particular with respect to Cincinnati Bell. 

And we, in fact, decided that to consider 

that in what we were doing was to place 

unnecessary shackles on us and what we were 

recommending to the Commission on a going- 

forward basis, for the simple reason that we 

had far better information than was the case 

in the rates during the rate setting for the 

other ILECs. So, we went forward and tried 

to, in fact, move forward on a clean slate 

without considering that. 

I understand you are familiar with the CALLS Order 

that has recently been released from the FCC? 

As much as I could be reading it over the weekend, 

yes. 

Can you tell us what the impact of that may be on 

Q 

A 

Q 

A 

Q 
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A 

Q 

A 

Q 

A 

Q 

BellSouth's proposal from your view point? 

From my view point the impact is more at a 

high level and more philosophical in that the 

FCC in that Order is saying that we do not 

have a perfect order in this case but the 

time has come to move forward and remove 

implicit subsidies and make those subsidies 

explicit, and to make every effort possible 

to move towards a cost basis or a market 

cost. And it is time to stop, basically, 

haggling over these things and let's make a 

move forward. That any move forward is 

better than continued inactivity. 

And from your view point as a management 

consultant, do you agree with that? 

Absolutely. 

Is it your testimony that the FCC's adoption 

of the CALLS I1 proposal makes this plan, as 

proposed by BellSouth, more attractive for 

adoption in Kentucky? 

I think it lends additional credibility to 

making the kinds of moves that we proposed 

the report, yes. 

Does the plan as adopted by the FCC make 

- 2 3 5  - 
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1 continuation of the current Price Cap Plan of 

2 BellSouth's more or less attractive? 

3 A  I think it makes it less attractive in that 

4 

5 that were there and that let us, during our 

6 report, to even negotiate and haggle among 

7 ourselves as to what should be done are no 

some of the uncertainty and the hindrances 

8 longer there. The path is much clearer at 

9 

10 

11 

this point as to where federal action is 

going and I think that says now the door is 

open for state regulators to take similar 

12 action. 

13 MS. DOUGHERTY: 

14 Thank you, Mr. Fowler. I have no more 

15 questions. 

16 MR. KITCHINGS: 

17 No questions. 

18 CHAIRMAN HELTON: 

19 Thank you Mr. Fowler. Are there any other 

20 matters? The transcripts will be ready on the 20; 

21 is that correct Vivian? 

22 COURT REPORTER: 

23 It will be filed on the 21st. 

24 
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CHAIRMAN HELTON: 

Be filed on th 21st. Do the parties wish to file 

Do you see the need for post post hearing briefs? 

hearing briefs? 

MS. CHEUVRONT: 

Unless you feel it is necessary, we don't. 

CHAIRMAN HELTON: 

Mr. Kitchings, Mr. Mershon? 

MR. KITCHINGS: 

I'll defer to Mr. Mershon on that one. 

MR. MERSHON: 

I think with where we stand now, if you don't 

think we will need to file a brief, I think we 

would like to look at the transcript. Like I say, 

right now we probably wouldn't, since Ann is not 

filing one I don't believe we need to add anything 

more to this. 

CHAIRMAN HELTON: 

So then-- 

MS. DOUGHERTY: 

We had a couple of items that you all were going 

to produce. 

MR. MERSHON: 

Yes. 
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MS. DOUGHERTY: 

Can you provide those? 

transcript to provide those I assume? 

You don't need the 

MR. MERSHON: 

No, we do not. Assuming that we have it down what 

exactly--what exactly you want us to file, and I'm 

pretty sure we do. So, can we have a couple of 

weeks to get those in? 

MS. DOUGHERTY: 

Well, that would make the case submitted on the 

21st for the Commission's decision; correct? 

CHAIRMAN HELTON: 

Unless Mr. Mershon decides that--he did not 

preclude filing a brief, so unless he does that it 

would not be submitted on the 21st. 

MS. DOUGHERTY: 

Do you want to just let us know then? 

MR. MERSHON: 

Yes, we will let you know. 

MS. DOUGHERTY: 

Okay. 

MR. MERSHON: 

Right now we don't plan on filing a brief. 
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CHAIRMAN HELTON: 

If there are no further matters, we are adjourned. 

(OFF THE RECORD) 
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CERTIFICATE 

STATE OF KENTUCKY ) 

COUNTY OF FRANKLIN) 

I, VIVIAN A. LEWIS, a Notary Public in and 

for the state and county aforesaid, do hereby certify 

that the foregoing testimony was taken by me at the 

time and place and for the purpose previously stated in 

the caption; that the witnesses were duly sworn before 

giving testimony; that said testimony was first taken 

down in shorthand by me and later transcribed, under my 

direction, and that the foregoing is, to the best of my 

ability, a true, correct and complete record of all 

testimony in the above styled cause of action. 

WITNESS my hand and seal of office at 

Frankfort, Kentucky, on this the 19th day of June, 

2000. 

Notary Public 
Kentucky State-at-Large 

My commission expires: 7-23-01 

- 240  - 





State of Kentucky 
County of Christian 
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Legal Notice was inserted by Initiative Medimell South in the Kentucky New Era, May 
24,2000. 

J 

Subscribed and sworn to before me this 1st day of June, 2000. 
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BellSouth Telecommunications, Inc,; r Notice To Subscribers' 1 
On December /7,1999, BellSouth Telecommunications,: 
Inc. filed an application to modify its Price Regulation: 
Plan with the Kentucb Public Service Commission.R 
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1 or 1-808-599-1 771 
-011 outside McCracken Co. 

P' 

I .  

Deadlines: . . '  Q . .  

Sun. &Mon ... :: ................. : ................................... Fri. 3p.m. 

Deals On Wheels ............................. : ...................... ~ ............. Thurs. 4 p.m. .. 

Sun. ............... 1. .............. ..:. ...................................................... Wed. 4 p.m. 

IN-COLUMN ADVERTISING . 

Tues.-Sat., ................................................ 12-Noon Prev. Day. 
Changes-Cancellations ............................................ 12 Noon Prev. Day . .  
EXTRA! ...................................................................... ................ Noon Fri: 

Deals You Can Lire In .................... .................................... Thur s. 4 p.m. 
DISPLAY ADVERTISING 

' . 

Mon. ....................................................................... ....!... ....... Thurs.'Noon 
Tues. ...................................................................................... T h ~ s .  4 p.m. 
Wed ............................................................................................ Fri. 4 p.m. 
Thurs. ...................................................................................... Mon. Noon 
Fri. ...................................................... .." ................................ ..Tues. Noon 
Sat. .................................................................................... ::.....Wed: Noon 

. .  

We accept Mastercard & Visa! 
Office Hours: 
Monday - Friday 8 a.m. - 430 p.m. 

Adjustments: 
Advertisers are requested to check the first insertion of their ads for 
any error. The Paducah Sun will be responsible for only one incor- 
rect insertion. Any error should be reported immediately so correc- 
tions can be made. 

Reach an ex*l-Wb 
23,000 households & Worldwide: 
If you're running an ad in The Paducah Sun Classifieds, you can 
get a FULL week in EXTRA! and on SunSix Monet for an addi- 
tional $5.00. 
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5-6 Day 
7 Days. 
14 Days 
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Line/Per Day 
MINIMUM) 
$2 65 Per Line 
$2 05 Per Line 
$1 80 Per Line 
$1 60 Fer Lint? 
$1 40 Per Line 
$1 35 Per Line 
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11th ANNUAL 
heat River Road Memorial Weekenc 

Flea Market 
Hwy. 51 Arlington, KY 

Fri. May 26 - Mon. May 29 
Arlington Fire Vol, Dept. w ~ l l  have a cook 

)ut of hamburgers, Polish sausage, and hc 
dogs, Sat. May 27. Also a quilt raffle, with 

proceeds going to Arlington Fire Dept. 
For more information about free set- ups 

contact Billy or Martha McGee at 
McGee Auction & Gifts, 

-- - Hwy. 51 S. Arlington, KY. 
- -- - Pti6tie-Dayr(270) 655-28$1_0! - _ _  

Night: (270)-655-7303.-- ~ 

COME TO ARLINGTON FOR A 
WEEKEND OF BUYING AND SELLING. 

Sponsored by Ky M F PC - 
AUCTION 

Sat. June 3rd ' 
1o:oo 
LAKE 

BARKLEY 4 
PROPERTY 

6 Lakefront Lots 
3 Lakeview Lots 

PRIZER POINT . 

All Lots Residential 
Rural Setting 

AREA-TRIGG CO. 

CALL FOR 
COLOR 

BROCHURE 

TURNER & 
ASSOCIATES 
(270) 887-9977, 

885-6709 
Linda Turner 

(270) 439-7786 
Tommy Anderson 

(270) 886-9042 

PUBLIC AUCTION 
SAT., MAY 27.2000 

900 A.M. 

LOCATION: Traveling ' Hwy. 68 East through 
Draffenville go 3 miles. Turn left onto Moors 
Camp Hwy. and go 1.5 miles. Auction on the 



FFIIDAVIT OF PUBLICATION 

. . . . . . . . . . . . .  (title) &dJ !e . . . . . . .  
Z!C?. .3+:kd+4.. . . . . . . . . . . . . . . . .  

published a t  (city 1 . d,.$J/'6ZZbQ A?. . . . . . . . . . . . .  I state) . d&+ 

for (account) . 3</&i&. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

e t i s e m e n t  was 3 
being duly swornl state that I published 

( advertisements were 

in said newspaper, as follows: 

SIZE 
(indicate lines or inches) 

DATES 
(month, day, year) 

. . . . . . . . . . .  -4% 3. . . . . . . . . . . . . . .  . . . . . . . . . .  53y;  d. 4.. . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  

. . . . . . . . . .  . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . .  

J 

SWORN AND SUBSCRIBED +o before me, a notary public, on this the . .  m.. . day 
// 

of . . .  /4&&4. . . . . . . . .  , A.D.*/~ 1 
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THE COURIER JOURNAL & LOUISVILLE TIMES 
INCORPORATED 

STATE OF KENTUCKY 
County of Jefferson 

Affidavit of Publication 

I ,  Judy Reece of THE COURIER JOURNAL and LOUISVILLE TIMES 
COMPANY, clerk of THE COURIER JOURNAL, a newspaper of general 
circulation printed and published at Louisville, Kentucky, do solemnly swear that 
from my own personal knowledge, and 'reference to the files of said publication, 
the advertisement of: 

LEGAL 105-PRICE REGULATION PLAN 

was inserted in THE COURIER JOURNAL as follows: 

Date Lines 

0 5/24/0 0 35 

(Si@ture4d person making proof) 

Subsc1,Jed and sworn to before me 25TH day of MAY 2000 

My comm. expires May 25,2002 



WEDNESDAY 
MAY 24,2000 
T O R A C E ~ C A N C E L A N ~  
PiilwE582-2622 

. -  
1 . INVITATION 1.0 BID, 

I 

The 



1216 WILKINSON BLVD. 
Frankfort, Kentucky 40602 
502-227-4556 
F a  502-227-2831 

A DIX NEWSPAPER 

AFFIDAVIT 

PROOF OF INSERTION OF PRE-PRINT/ADVERTlSEMENT FOR 

@/si.?& / T& &&lfl!Q[&@S 

I ,  WARREN R. LUYSTER; do hereby certify that I hold the position of 

ADVERTISING ACCOUNT EXECUTIVE with the State Journal of 

Frankfort, Kentucky, and in such position have the responsibility for the publication 

of advertisements in said newspaper. I certify that the pre-prints/advertisements 

for the above named advertiser were inserted in the State Journal on 

Signed 

Subscribed and sworn to before me in my presence this - 
day of ,_\drJC ,20 0- 

Notary Public 

My commission expires the 25th day of April, 2001. 
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Los Angeles 2, DC United 1 , , . ’  

The State Journal, Frankfort, Kentucky, May 24,2000 
I .. . . .  

. -.., _, _-.. ---- ---.- =- . -- - DUX (airorna-a-aj, m:us p.m: - . - .. 
Thursday’s Games year with only a few ‘shinin 

A\ I .nFi n m moments. He was runner-up t Anaheim (Levine 1-0) at Minnesota (Radke 3- 

, .  

........... - ............ ” ...... ......... .......... ~ 1. 
, i  

BellSouth Telecommunications, Inc. 
Notice To Subscribers 

On December 17, 1999, BellSouth 
Telecommunications Inc. filed an 
application to modify its Price 
Regulation Plan with the Kentucky 
Public Service Commission. The pro- 
posed modification included proposals 
to rebalance rates, reduce certain 
access rates charged to interexchange 
carriers, restructure the overall plan, 
focus future investments on broadband 
deployment: to rural areas, and rename 
the plan. The Commission has estab- 
lished a docket, Case No. 99-434, to 
review the proposed modifications, 
and has scheduled a public hearing for 
June 6, 2000, at 9:OO a.m. EDT in 
Hearing Room 1 of the Commission’s 
offices at 211 Sower Boulevard, 
Frankfort, Kentucky. 

E.C. Roberts, Jr. 
President-Kentucky Division 
BellSouth 
Telecommunications, Inc. 

35/24/00 

‘ I ?  r.”’. 

Cleveland (Eurba 3-1) at Detroit (Moehler 1- 
2). 7:05 p.m. 

Seattle (Abbott 1-1) at Baltimore (Mussina 1- 
6), 7:05 p.m. 
’ Toronto (Wells 7-2) at Boston (Schourek2-3), 
7:05 p.m. 

Oakland (Heredia 5-3) at Tampa Bay (Yah 2- 
l ) ,  7:15 p.m. 

Texas [Loaiza 2-2) at Kansas City (Suzuki 1- 
0), 8.05 p m. 

Sox (Ealdwin 7-0), 8:05 p.m. 
N.Y. Yankees (Cone 1-3) at Chicago White 

c .  Linescores 

Payne Stewart in the U.S. Open, an 
runner-up to Woods in the NE( 
Invitational at Firestone after ne& 
making up a seven-stroke deficit i 
the final round. 

It w q  a difficult year for Mid 
elson. The first half of the seas01 
his mind was on his wife, Amy, wh 
had a difficult first pregnancy. Tl- 
second half was an adjustment I 
fatherhood. There was little time fi 

Tuesday’s Major League Linescores the l&d of work he usually divott 
By-The Associated-P~- - - - - - . - - . -~ - -  _ 

.................................... AMERICANLEAGUE. ......... ~ ................ to-s..game -.. ::. ..: ...................... .I 

Seattle 000 000 002-2 8 0 
Baltimore 110 000 0 0 2 4  6 0 
Meche, Paniagua (E), Ramsay (8). Mesa (9) 

and DWilson; Rapp, JMJohnson (E), Tirnlin (9) 
and CJohnson. W-Timlin 1-1. L-Mesa 2-3. 
HRs-Seattle, Buhner (9). Baltimore, EKAnder- 
son (E), Eaines (4), Ripken (8). 

“I analyzed my game and whal 
needed to improve on,” he said. ’ 
felt that &om 150 yards in, I wasn 
.getting the ball close enough. I wa 
n’t making enough birdies.” - Mickeison worked hard in tl Toronto ‘101 100 000-3 7 0 

Boston loo 001 000-2 9 I offseason, put his old Ping we&! ~ - - 
Carpenter, Quantrill (6), Borbon (7), Frasca- back in bag and playh 

tore (E), Koch (9) and Fletcher: PMartinez, 
Garces (9) and Vantek. WAarpenter 4-5. L- like the old Phil. 
PMartinez 7-2. Sv-Koch (IO). HR-Toronto, I 

TBatista (1 2). 
He is second on tour in puttin 

up fiom 20th a year ago. He leads 
Oakland 010 ooo 1204 IO I birdie conversion at 37 percent, 1 
Tampa Bay fiom 33 percent last year, whii 

- 

022 000 2 0 x 4  11 2 
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Newspaper Publisher Commercial Printer 

20 Wall Street P.O. Box 4300 Winchester, Kentucky 40391 606-744-3123 

AFFIDAVIT OF PUBLICATION 

of The Winchester Sun Newspaper in the aforesaid State and County, hereby certify that the 

m . ' (dates) 
attached advertisement appeared in The Winchester Sun on M A V  2l 

PASTE 
ONE 

CLIPPING 
OF 
AD 

HERE 

Subscribed and sworn to before me, a Notary Public 
within and for the State and County aforesaid, by 

c) Notary Public 

MY COMMISSION 
EXPIRES: 9-1 1-2002 





. '.f 

AFFIDAVIT 

(NAME) (TITLE) 

of the Richmond Register hereby state the advertisement 

concerning d 
did run in the Richmond Register of the requested date(& 

(DATES) 

(SIGNATURE) 

(DATED) 

W 
NOTARY PUBLIC 

SIGNATURE 
_. 

' 1  -- ..e 
'2-\S-O 

(EXP DATE) 



The Richmond Regia Wednesday, May 24, 2000 

I- - 

pJ - _ -  -~ - 

Our OFFICE HOURS 8 am to 5 pm Monday - Friday I 1 

For Wednesday Paper 2 30 Tuesday For Thursday Paper 2 
DEADLINES: For Monday Paper 2 30 Fnday For Tuesday Paper 2 30 Mc 

For Fnday Paper 2 30 Thursday For Saturday Paper 11 45 I 
For Sunday Paper 1 00 Fnday 

Display Ads 10 00 am day prior, except Sat , Sun and Mon Call dlsplay advertisi 

*TO place your ad Call 623-1 669 To FAX your ad 623-2337 
Mail Or Stop by: The Richmond Register, 380 Big Hill Ave. 

Classified Dept., Richmond, KY 40475 
Mayme or Teresa will assist you with your ad. .Cancellation deadlines are the same as above 

12 hour rotating shifts, 
Clean Environment. ; c 

, %  FT Opportunities! 
1 .  'CBS Partnering with : INFILTRATOR SYSTEMS 

j 
8 ' at 859-737-4833 Winchester 

NoFees1;CBS I cII 1 
' , 624-3111'Richrnond -.cI(u. 

Bell South Telecommunications, Inc. 
Notice To Subsc&bers_ 

On December 17,!999, BellS~uthTelecommunicatlons 
Inc filed an application to modify its Pnce Regulation 

Plan with the Kentucky Public SeMce Commission The 
proposed modification induded proposals lo rebalance 

rates, reduce certan a m s s  rates charged to 
interexchange carners, reshucture the overall plan. locus 

future investments on broadband deployment to rural 
areas, and rename the plan The Commission has 

established adodtet, Case No 93-44, to remew the 
proposed modifications, and has scheduled a public 
heanng lor June 6.2000, at 9 00 a m EOT in Heanng 

Nursing Assistants- 
Expenencedgd lips9 witbnp.axperience welcome . I_ ____I 

- 

Tratning dassasoffered now Apply by June 1st Full and 
part .lime ~SIIIMS available. Benefit package Vacation. 

Holiday, Sick Pay, Health. DentaWision Insurance, 
Personal Days, 40tK Retirement Apply 
Richmond Health and RehabilllaUon 

KenwooMadison 
13OMesdwvlark Dr., Richmond, KY 40476 

I 

1 Accepting applicalions for full and part-time nurses in a pleasant 
workhg environment in Long Term Care. Gampetnive wages and 

A P P ~  in Person or send resume to: 
Richmond Health and Rehabllitalion/Madlson 

131 Meadwdark Dr. , Rldmmd K', WE 
(859) 623-3564 . 

E.0.E 



The affiant, Michael G. Elliott, states that he is the Advertising Director for the Advocate 

Messenger and The Kentucky Advocate, newspapers of general circulation published in Danville, 

Boyle County, Kentucky. 

He further states that an advertisement of UTH 

1 AD @ 7 INCHES $65.10 
for amounting to 

was published in THE ADVOCATE-MESSENGER 

WEDNESDAY MAY 2 4 ,  2000 on 

Michael G. Elliott 
Advertising Director 

4 
Subscribed and sworn before me this 25 day of 

L ONotary Public 
S tate-at-Large 

Kentucky 

My Commission expires 4: as- ao 
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Kansas town has 
a strange big stones 
F ‘ I  

Rock City has covered picnic s 
benches and a one-room d t  - 

q shop that’s open from May until 
a MINNEAPOLIS, Kan. (AP) September. It draws about5,OOO 

0 
By KELLY WIESE 
Associated Press Writer e 

0 
( j  

- It’s not the easiest place for * tourists a year - more than 
tourists to find. but DeoDle who double the citv’s Domlation. . ,  u are determined ‘to see big rocks, . I Minneapolis ”__ .. _ _  ... iouldn’t’’’ .:be 

..̂  .....,..I... will- be impressed. : .. ..... ::... . ......... . ~ r o ~ d ~ r ~ , . o ~ . ~ t s . , ~ a r k , , ~ l ~ ~ ~ ~ ~ o u l ~ ~ ~ ’ ~ ~  

- 
UII 

!? 

s .- . 

Rock City is advertised on ders. There are brochures in 
billboards along U.S. 81 as a Kansas hotels promoting the 

motorists to stop and see what “Is Rock City just a ’bunch of 
all the hype is about. .rocks?’ YES! It’s a bunch of big 

(This place is not to be con- rocks ... It’s a BIG bunch of BIG 
fused with the Rock City tourist rocks,” the pamphlet proclaims. 
attraction atop Lockout Moun- Jane1 Kun, who has \been 
tain in Georgia, which is adver- president of the Rock ’ City 
tised on barns all across the Board of Directors for 15 years, 
South.) also pointed out that Rock City 

The hype in Kansas is about a was nahed ‘a natural national 
14.5-acre park full of huge, gray landmark in 1976. It’s cared for 
rocks, all shaped in perfect by the nonprofit group through 
spheres. memberships and admission 

’ national landmark, enticing “gentle giants.” 

No one knows for sure how fees. 

C a l l  236-2585 
Monday thru F r i d a y  

e m z  
’ 24 

Ephraim McDowell H 
Parents: David & Jennife 

Stanford, KY 
Sister: MaKayla- Camp1 

Grandparents: 
David & Teresa Campbell; Hul 

Great Grandparer 
Bill & V i r e a  Reed; Vern 

the 200 or so rocks wound up in I The rocks are lined and worn 
I 

Announcements AnnoL Ottawa County. They were with age, looking almost like 
around .long before the town dinner rolls that peel back‘layer 
that’s built up around them. after layer. Such rocks exist PIANO LESSONS - Chris- 

miles southwest of Minneapolis, 

and down a gravel road. There centration in Rock City, is 

The public park is about four elsewhere, says Rex Buchanan, tian Instructor. Degreed 
associate director of the Kansas 
Geological Survey, but the con- 

unusual. 

of a curiosity than they are sci- 

Kirn, 60, iust thinks they’re 

F‘exlble hours. 734-4877. 

over a narrow bridge,.up a hill 

are signs pointing to the park, if 
travelers know where to look. 

Some of the rocks are still 
partly buried in the ground. entifically significant.” 
Others stand more than 12 feet 

ty N ~ ~ ,  606-854-6562 

tall, towering over their visitors. 
A few are the size of houses: 
more than 27 feet in diameter. 

Geologists think the rocks 
were made of Dakota sandstone 
when the whole area was under- 
water. The theory is that over 
millions of years, the water 
dried up, and the surface eroded 
away, leaving the current land- 
scape with rocks protruding 
through. 

Others have their own theo- 
ries. According to an Indian leg- 
end, the great big rocks are real- 
ly petrified eggs, laid by the 
Thunderbird - now known as 
the Jayhawk. 

neat. They Eemind her of t h e  
vastness of the universe. 

“I feel like the Earth is part of 
a huge cosmic thing,” she Says.’ 
“Those massive rocks just kind 
of bring it all home.” 

Some people climb the rocks 
for a’photo opportunity. 

One rock, fondly referred to 
as “Picture Rock,” is hollowed 
out in the middle, allowing peo- 
ple to stick their heads in and 
snap a photo.*Children can even 
scramble through it. I 

Some rocks are etched with 
the messages of young lovers - 
one dates to 1937. Others were 
scratched in just last year. 

GET A 
GREAT TAN 

Swedish Beauty Sinful 
$35.00 8.5 oz. 

Hoss Sauce Ultra dark, 
$6.95 a QZ. 

535 SouthThird, Danville 
236-2751 

NEW BULBS 

I l l  

I serves 

The Ci 
City h, 
surplus 
followin 

Chi 

1 
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Comple 
at City 
be view 
lar bi 
Sealed 
ed unt 
5:oo p. 
opened 
rneetinc 
7:OO p.n 
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B,e 1lSo u t h Te 1 e c ommu ni cat i o n s ,  .In e.-: 

On, D e c e m b e r  17, 199'9, B e l l S o u t h  

t i o n  t o  m o d i f y  i t s  P r i c e  R e g u l a t i o n  P lan,  
w i th  t h e  , K e n t u c k y  P u b l i c  Serv ice  Com-,, 
m i s s i o n .  The p r o p o s e d  m o d i f i c a t i o n  
i n c l u d e d  p r o p o s a l s  t o  . rebalance ra tes ,  
r e d u c e  c e r t a i n  access r a t e s  charged!*:to, i  
i n t e r e x c h a n g e  .car r ie rs ,  r e s t r u c t u r e  t h e  
o v e r a l l  p l a n ,  focus f u t u r e  invest ,ments"oa 
b r o a d b a n d  d e p l o y m e n t  t o  rura l  areas, a n d  
rena]ne  , t h e  plan. T h e  C o m m i s s i o n  hag 
e s t a b l i s h e d  a docket ,  Case No. 99-434:t,04, 
r e v i e w  t h e  p r o p o s e d  'm,odi f icat ions,  and' 
h a s  schedu led  a p u b l i c  h e a r i n g  f o r  J u n e  
6, 2000, a t  9:00  a.m. EDT in H e a r i n g  
R o o m  1 of the>Commissi 'on's o f f ices a t  211 
S o w e r  B o u l e v a r d ,  F r a n k f o r t ,  K e n t u c k y ;  . 

P r e s i d e n t  - K e n t u c k y  D i v i s i o n  
B e l l S o u t h  Te lecommunica t ions ,  I n c .  . 

Notice ' to Subscribers, . '  

., ...., " ,  ... ... ....,.. ..I ... " " .. . . " Te~e~c~m~~unl.c~a.~~.o.ns~.T.nc.~.. file d...arL_aP.P-l-la:. 

E.C. Rober ts ,  Jr. . .  

epends 
ing (50 
hlligan 

.. .. "" ....,. ~ ......... ..(I ................ " ......... " .." ..... ..- 

: 

, 

trial wiring, including motor 
controls, running conduit, 
pulling wire and machine 
control panels. Experience 
with PLC's a. plus. We of- 
fer competitive pay and 
the folloyng benefits 
package: MedicallPre- 
scription Plan, DentalNi- 
sion Plan', Company Paid; 
Life Insurance, ,Vacations 
& 'Holidays and 401 (k) Ref 
tirement plan with compa- 
ny match. Send resume to:' 
Human Resources ,Depari-' 
,ment, PO. Box-983, Som- 
erset, KY..42502, .. ,' 

EOE 
. .  

.JANITORIAL 
Barnes Services taking 'ap- 
plications for FT & ,PT.. 
Holiday & vac. pay, flexible 

tal office/$5.25 per hour. 
Call 792-391 1. 

ADVANCEMENT 
OPPORTUNITIES 

Springfield Wholesale 
Supply is accepting appli- 
cations . for self-motivated, 
career , minded individuals 
for positions of Counter 
Associates. Knowledge of 

, the Wholesale business 
and product knowledge of 
plumbing, heating, cooling 
and electrical supplies is a 
big plus. These positions 
hold ' great advancement 
opportunities. Great bene- 
fits and competitive salary 
is available. -Send resume 
with salary history to:' 

hours & above average 
pay. Apply: 443 West 
Walnut Street or call 236- 

, Dan- 7231 Mon.- Fri,, 8:30 5 
I 8:C 

- 
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430 pm. BSI is an E01 

LOOK 
NO FURTHER 

SDS SERVICE, INC 
NEEDS APPLICANTS 

FORTRAINING 
PROGRAM IN LOCAL 
. MANUFACTURING 

FACILITY. 

IFYOU CAN PASS A 
DRUG SCREEN, 

MAINTAIN A GOOD 
WORK AND 

ATTENDANCE 
RECORD AND 

COMPLETE A 6 
WEEK TRAINING 

PROGRAMYOU WILL 
BE CONSIDERED 
FOR FULLTIME 

EMPLOYMENT AT 
THE NEXT HIRING 

SESSION. 

-APPLY-IN PERSON-" 
M-F 8:30 to 4:OO 

100 FACTORY LANE 
DANVILLE 

DANVILLE, KY. 

SDS dwg 
~ 

LOOKING for outgoin! 
hardworker with good peo 
ple skills and with flexiblc 
hours. Please apply in per 
son: The General Store 

Highway 34, 
Old Lexington Rd. 

Call 936-9777. 

highly motivated, aggres- 
sive, self-starter and have 
excellent communication 
skills. Excellent starting 
salary, performance bo- 
nuses and promotional .in- 
centives. Company paid 
vacation, paid disability 
program, tuition assistanc2 
program, 401 (K), and 
comprehensive ' benefits - 
program -available. Please 
submit resume and salari, 
history to: 
Attn: Human Resources- 

Department (Code 

2307 Frankfort Court 
Lexington, Ky 40510',; 

EEOIAA 

.. . 

#TSMLlO) 

. _  

M/F/DN .*-;, .. , ,". 
,II L HAYCO, Inc. \. 

Attn: HR Manager 
P.O. BOX-246 

Springfield, Ky. 40069 

Property Manager 
Needed 

Mahrng lwal online shopprng eesr 
Experience preferred but 
Mill train the right person. 
Must have computer skills. 
3ring resume between the 
lours of 9:00 and 4:OO to 
WcAnly Properties, Green- 
eaf Shopping Center, 
Suite 2, Danville. No 
,hone calls please. 

SEWERS, 
INSPECTORS 

Web Directory 
Sandi Darland 

Caudill8 Assoc. Realtor 
www.sandidarIand.com* 

Caudill8 Associates 
Real Estate 

Liberty Tax Service:" 
www.1ibertvtax.com 

info@caudill@searnet.com 

411 departments needed. The Advocate- 
4pply in person: Messenger 

www.amnews.com* .I 
class@amnews.com r' 

Creative Draperies 
Classified Ads ,, ~- 400 Delta Dr. 

Nicholasville, KY 

..L , I  LEGAL 

http://www.1ibertvtax.com
mailto:info@caudill@searnet.com
mailto:class@amnews.com


-d-..@ss-e-n-g-er . ’ F.0. -wx 529 - 
Madisonvine, W 42431 

(502) 824-3300 

AFFIDAVIT OF PUBLJCATIOIU 

of the Messenger Newspaper, published at Madisonville, Kentucky and 

having the largest general circulation of any newspape? ‘in ‘Hopkins 
$ !*.’.‘ 

County, Kentucky, do hereby certify that from my oGn knowledge and a 

check of files of this newspaper that the advertisement of 

. 1 

I 

for 

was inserted in the , b !  
on the following dates: 

1 .  \ 

L 

DATE:  AD DIMENSION 

DATE: ._AD DIMEKSION 

Subscribed and Sworn to before me by C 4 4  Ck /An 

this 3 I day of .+, 13 
Notary Public . v 

* 

My Commission Expires ~ ~ 2 1 - 0 4  



.- . . -- VI-" c ..... r,.*l-., . ..... , _. . ._ -_- -. 

WEDNESDAY, MAY 24,2000 A3 THE MESSENGER I :ATHS 
by Ovelia utl$Y Flossie Nadine Geary I Baker . 

Graduation 

Marsha Studer Abell, a 1969 graduate of Providence High School, 
---e----& -A -C E Juacdav-niahtdurka -a rad u atiog ,c.erem 



- - ~ ~ - costs. 

Paducah, to no Kentucky regis- fees. 
David A. Marshall, 26, pay restitution, court costs ana 

1 

On December 17, 1999, BellSouth Telecommunications Inc. 
filed an application to modify its Price Regulation Plan with 
the Kentucky Public Service Commission. The proposed 
modification included proposals to rebalance rates, reduce 
certain access rates charged to interchange carriers, restruc- 
ture the overall plan, focus future investments on broadband 
deployment to rural areas, and rename the plan. The 
Commission has established a docket, Case No. 99-434, to 
review the proposed modifications, and has scheduled a pub- 
lichear&g for June 6,  2000, at 9:OO a.m. EDT in Hearing 
Room 1 of the Commissi6n'Coffhs-ar 21 l-Sower&ulmacd-. 
Frankfort, Kentucky. 

E.C. Roberts, J .  
President-Kentucky Division 
BellSouth Telecommunications, Inc. 

-- 
I - - I  "-" - _ -  

BellSouth Telecommunications, Inc. I 
Notice To Subscribers 



APPALACHIAN 

News-Expr 
P.O. Box 802, 201 Caroline Avenue, Pikeville, Kentucky 41502 (606) 437-4054 or 432-0148 

FAX (606) 437-4246 

NEWSPAPER A FFlDAVlT 

of the Appalachian 
eville, Kentucky and 

having the largest general circulation of any newspaper in 
Pike County, Kentucky do hereby certify that from my own 
knowledge and a check of the files of this newspaper that the 

for 
was inserted in the 

i 

Appalachian News-Express on the following dates: 

D A T E ~ P A G E  NO, s6 COLUMN NO, s#b~ 
DATE PAGE NO, COLUMN NO. 
DATE PAGE NO. COLUMN NO, 

Subscribed and sw 

NOTARY PU B LI C 

My commission expires: 



_ -  __ 
:e 8B Wednesday, May 24,2000 Appalachian - News-Express 
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1 %&LEGALS 650-LEQALS 65 0- L E  QALS 650-LEQALS 650-hEQ ALS 650-LEQALS 

NOTICE OF dollars ($4,900.00). Reclamation work 
TJBLIC SALE Approximately fifteen thus far performed in- 
May 25, 2000 a t  percent (15%) of the cludes: backfilling, fi- 

P.M., or there- original bond amount nal grading, seeding, 
it, a 1988 Ford of thirty-two thousand mulching and tree 
1 4x4, three hundred planting completed in 
IlF'I'EF14H7JLA2 ($32.300.00) is includ- March of 1995. The es- 

tions, and has sched- tude is 82' 27' 22". 1414. 
The original bond in Community Trust d e d  a public hearing 
effect for the permit is Bank for June 6, 2000, at 
a letter of credit in the Collection Department 9:00 a.m. EDT in 
amount of ten thou- Pikeville, KY Hearing Room 1 of the 

commission's offices at sand . dollars Grover Tackett 
211 Sower Boulevard, ($10,000.00). Approxi- Auctioneer _ _  

IND RELEASE 
accordance with 
350.093, notice is 

by given that 
s t a r  Energy, Inc. 

Tollage Creek 
I, Pikeville, Ken- 
y 41501 has ap- 
I for a Phase I11 
I release on Incre- 
t #1, 2, 3, 4 & 5 of 
lit number 898- 
i which was last 
?d on April 1, 
i. The application 
rs an area of ap- 
imately 232.58 
s located 1.3 miles 
hwest of College 

in Pike County. 
ermit is approxi- 

0.5 miles west 
'CY. Rt. 304's 

\wi th  Pike 
oad and lo- 
b i l e s  south 

i 

i will be sold to the ed in this application tablishment of the ap- mately 100% of the 5-12-17-24-3tc Frankfort, Kentucky. 
E. C. Roberts, Jr. 

NOTICE OF President-Kentucky est bidder €or cash for release. proved post-mine land original bond amount 
is, where is" at The bond now in effect use has been achieved. is included in the ap- 

On May 25, 2000 a t  BellSouth shine Auto Sales, for Increment #2 of Written comments, ob- plication release. 
Bypass Road, permit No. 898-0536 is jections, and requests Reclamation work per- 1:OO P.M., or there- Telecommunications, 

about, a 1996 Toyot ville, Ky under a surety bond in the for a public hearing or formed includes: back- 

Cam% v' 5-24-00 a terms of a Retail amount three thou- informal conference filling and grading, 

S/N#4TFlBG12K3TU LEGAL SALE 
allment Contract sand Seven hundred must be filed with the seeding, and mulching 

Security Agree- dollars ($3,700.00). Director, Division of to establish vegeta- 793361 will be sold to 
Notice is hereby given the highest bidder for that on Thursday, 

t. The Bank re- Approximately fifteen Field Services, #2 tion. 
es the right to ,bid. percent (15%) of the Hudson 

June 1, 2000 on or at --Sunshine.-- Auto.-. ._ buyer - - _ _  will .___ pay - all o~gin_al-bo_n_d_ a g o ~ g t  Frankfort, Kentucky jections, and requests 
s ~ ~ and I transfe?---of -twenty four thou- - 40601; by;fdy7,2000. -iZr-ii public~heariIigor-sales, a&ut-;--t&e- -hour-- pi_ 

For questions sand four hundred dol- A Public hearing on conference Road, 1O:OO A.M. (local 
sell, lars ($24,400.00) is in- the application has must be filed with the under the pikeville, ~y time), Whayne supply 

se contact the col- eluded in this applica- been scheduled for Ju- Director, Division of Retail Company, US.  23 
Installment South, Pikeville, Ken- #2 Contract and Secunty tucky, will offer the on Department, tion for release. ly 10, 2000 at 9:oo Field Services, 

HollowJ Agreement. The Bank following equipment at tmunity Trust The bond now in effect a.m. at the Depart- Hudson 
k, at 606-432- for Increment #3 of merit for Surface Min- Frankfort, Kentuclry 

permit NO. 898-0356 is ing Reclamation and 40601, by July 7,2000. the right to public sale to wit: bid. The buyer will pay 1. 
tmunity Trust a surety bond in the Enforcement's Pres- A Public hearing On all taxes and transfer (1) - Caterpillar D8L, 

SN 53Y02546 and For questions (1) - Caterpillar D5C, 
k amount of fifty nine tonsburg Regional Of- the application has fees. 
ection Department thousand six hmd;ed fice located at  3140 been scheduled for Ju- pertaining 

dollars ($59,600.00). South cake Drive, 'Y lo, 2ooo, ':0° A*M* Please contact the SN6PJ00763 to wille Ky 
Jer Tackett Approximately fifteen Suite 6, Prestonsburg, at the Department for lection 

Department' public outcry, to the 
highest bidder, and 

tioneer qercent (15%) of the Kentucky 41653-1397. Surface Mining Re&- Community 
5-12-17-24-3tc original bond amount m e  hearing will be mation and Enforce- 

of three hundred nine- canceled if no request merit's Pikeville Re- 1414. at 606-432- will be for cash at  the 
TOTICE OF ty Seven thousand two for a hearing or infor- l$onal Office, 109 community Trust time of the sale. Seller 

dollars mal conference is re- Mays Branch Road, Bank reserves the right to hundred 
($3g7,200.00) is in- ceived by July 7,2000$ P i k e v i k  Kentucky Collection D~~~~~~~~ , bid. The equipment 
eluded in this applica- 5-17-24-31-6-7-4tc 41502- The hearing pikeville K~ may be inspected at 

Whayne Supply Com- will be canceled if no 
NOTICE OF request for pany's place of busi- 

tion for release. 
The bond now in effect 

permit N ~ .  898-0356 is In accordance with is received censed auctioneer - 
Hindman Land Aut. 

5-17-24-31-3tc 

a surety bond in the KRS 350.093, notice is 
amount of fifty two hereby 
thousand six hundred Marathon cOqO- 
dollars ($52,600.00). p.o. Box 1299 

Appro~mately fifteen Ashcamp, Kentucky, PUBLIC S A L E ,  On December 17, percent (15%) of the 41512, has applied for On May 25, 2000 at 1999, BellSouth Tele- 
original bond amount Phase 111 bond release 1:oo P.M., or there- communications Inc. 
of ,.bee hundred fifty on permit number 898- about, a 1995 Toyota filed an application to 
thousand four bun- 5151 which was last 4x4 Pickup, modify i ts  Price Regu- 
dred lation plan with the 
($350,400~oo) is in- 14, 1984. The applica- 6400 will besold to the Kentucky Public Serv- 
eluded in this applica-t tion covers an area of highest bidder for cash ice Commission. The 

approximately 2.49 "as is, where is" at Proposed modification tion for release. 
surface acres and Sunshine Auto Sales, included proposals to 

PUBLIC SALE Division 

' Hollow, Written comments, ob- cash uas is, where 

371 Bypass 

of a aining to 

Col- This sale will be at 
Trust 

Grover Tackett 

for Increment #4 of BOND RELEASE or informal ness in Pibeville. Li- 

munications, Inc. tion Company. 
2000. 

given that 5-17-24-31-6-7-4tc 
Notice To 

ADVERTISEMENT NOTICE OF Subscribers 

dollars issued on September, S/N#4TAUN73C6SZOO 

The bond now in effect 
for Increment #5 of 
permit No. 898-0356 is 
a surety bond in the 
amount of five thou- 
sand seven hundred 
dollars ($5,700.00). 
Approximately fifteen 
percent (15%) of the 
original bond amount 
of sixty nine thousand 
five hundred dollars 
($69,500.00) is includ- 
ed in this application 
for release. 

50.00 underground 371 Bypass Road, rebalance rates, re- 
acres for a total permit Pikeville, KY under duce certain access 
area of 52.49 acres, lo- the terms of a Retail rates charged to inter- 
cated 1.80 miles south- Installment Contract exchange caniers, re- 
west of Ashcamp in a d  Security Agree- structure the overall 
Pike County. ment. The Bank re- Plan, focus future in- 
m e  permit area is ap- serves the right to bid. vestments on broad- 
proximately 1.80 miles The buyer will pay all band deployment to 
southwest of the inter- taxes and transfer rural areas, and re- 
section of Ky. Route fees. For questions name the plan. the 
195 and Ky. Route 197 pertaining to sell, Commission has estab- 
and located 0.10 mile Please contact the Col- lish a docket, Case No. 
south of Elkhorn lection Department, 99-434, to review the 

37" 15' 22". The longi- Bank, a t  606-432- 
.Creek. The latitudeyis Community - Trust Proposed. 

FORBID, 

r 

BAD CREDiT? NO CI 

FAST ai 
Our Dealership Specializes i 

Problems in New 

MOORE ll 
TO speak to a Si 

CALL DIRE 

1 -877-5-W E-DEA 
Apply via  the Int 

24 hours a dav. 7 dn 
1-888-2 



Published by News Publishing LLC 

81 3 Coiiege St. P.O. Box 9001 2 Bowling Green, W, 421 02-901 2 

AFFIDAVIT OF PUBLICATION 

Mr. Hank Mangeot 
BellSouth 
P 0 Box 32410 
Louisville KY 40232 

To Whom It May Concern: 

Re: NOTICE TO SUBSCRIBERS 

This is to certify that on Wednesday, May 24,2000, the above mentioned notice to 
subscribers ran in the Daily News, a publication in and for the county of Warren, city of 
Bowling Green, state of Kentucky. 

I hrther certify that all of the foregoing facts are true on such date aforesaid. 

Dated this 3 la day of May, 2000 

Subscribed and sworn to before me this 3 1' day of May, 2000. 

My Commission Expires: 9/6/03 

Notary Public, KY $tate-At-Large 
- 

Serving Southern Kentucky Since 1854 
(270) 781-1 700 Fax: (270) 781-0726 News Fax: (270) 745-7301 

The Number One Radio Voices of The Daily News 
WKCT - AM 930 WDNS - FM 93.3 
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Auto Transmissions Excavation Work 

Transmission Repairs FREE CommerciaVFarm 
CAR RENTAL UP to 3 days W l  Dozer trackhoe. scraper 
malor repairs. FlnancW@O Bob& Call Brown Builders: 
days same as cash w~aPProv- Inc.. 529-0028 / 877-279-9691. 
ed credit.'Call Martin Olds . 
Cadillac in BG. 842-6323. 

General Contracting 

Home Repairs. custom build-. 
Ing, renovations, painting. 

Call 991-5894. 

*Bicycles - Browning Construction 

Cycle Tech, Inc. 704 E 16th St. 
Phone 780-9798-Bicycle parts, www.browningconstruction.net 
park tools, skateboards, Huffy 
bikes, parts catalog ordering 

Bookkeeping Senice 

Bookkeeping Services 
payroll, accounts payable/ 
receivable, and billing Central 

or purchase on consign- 
ment on your part. or may 
,involve you recruiting oth- 

home ~ n e r ~  best friend ers. Often positions are 
pmsed-Insured, reference?: paid by draw, commission 

Call 24hrs. 270-842-7064. or bonus instead of salary. 
We encourage you to fully Built Rite investigate and understand 
all aspects of any job you 

Rite 

home ownerr best friend 
Billing Systems, Call 777-1 644 Remodeling, insurance reDair are considering. I 

Licensed-lcsured, referekes. 
** Call 24hrs. 270-842-7064. ** ! THE DAILY NEWS' IC 

510 Help Wanted 

Presser Wanter 
Will train. Apply at Hinton's 
Cleaners, 10th and Bv Pass. 

Telemarketer Needed 
Approximately 15 hrslwk. 
$6/hr. Call 846-9000. 

Travel lodge 
Formerly Greenwood 

Executive Inn 
KITWEN STAFF 
BANQUET .$UPERVlSOR 
SECURITY 

Apply In person at: 
Travellodge, 

1000 Executive Way, 
Bowling Green. 

: Wanted!! 

" .." 

610 Autos 

1986 Chrysler Caravelle-sell- 
ing for parts or project-motor/ 
transmission in working order 
$100 obo Call Karen at 781- 
2939 before 5pm or before 
3pm on weekend or leate mes- 
sage 

ANTIQUE CADILLAC 
1957, 4 door hardtop 66K 
actual miles, excellent driver 
Auto, power brakeslsteering 
$3,000 obo Call 842-9221 
Leave messaoe 

Convertible '95 
Chrysler Lebaron GTC - V6 
auto., air, power roof/windows, 
54K. $6,995. Call 782-9154. 

Olds Cutlass 1986. Blue 4 
door, 4 cyl., auto., needs minor 
work $100.00 Call 796-4147. 
Leave message if no answer. 

_ _  \ -Concrete _. 11 Mechanic and Lube . _ -  ' 

http://www.browningconstruction.net


b or Kentucky, 359 
,ociated Builders & 
4021 3. 
ders Exchange, 2300 Meadow Drive #loo, Louisville, KY 4021 
'2. 
y A. Taylor Environmental Inc., 400 Old Vine Street, Lexington, 
40507. 

888-720-2826 

Brenda Johnson, Small & Minority Cenfer, 67 Wilkinson 
levard, Frankfort, KY 40601. 
Vest, Dept. of Facilities Management, Western Kentucky 
rersity, 1 Big Red Way, Bowling Green, Kentucky, 421 01. 
of Kentuckiana, 1440 Campbell Lane, Suite 200, Bowling 

?n, KY 42104 
NlNG PLANS AND SPECIFICATIONS: 
ind Specifications may be obtained from: 
ue Print 
I Vine Street i 

I _-_ - -----L-- 
__I-- 

" eetis0;if; - --I- 
Telecommunications, 

Inc. 
~ Notice To Subscribers 

I 
on, Kentucky 40507 
55-1021 

' IS A $50.00 CHARGE FOR EACH S ET OF PLANS 4 
'CATIONS. THIS CHARGE IS NON-REFUNDABLE. N( 
rL SETS WILL BE PRINTED. MAKE CHECKS PAYABLE T( 
A. TAYLOR ENVIRONMENTAL INC, 

must submit the bid in a sealed envelope addressed a: 

Kentucky University 
:ife Foundation 
?r Hall 
;reen, Kentucky 42101-3576 
ipt Closing Date: JUNE 9,2000 

nust be received before the specified closing hour and datc 
t of bids. All bids may be time stamped showing the hour anc 
ally received. A bid received after the scheduled closing timt 
ion of bids is a "late b i d  and may be considered for award a 
tion of the Owner. The time/date clock on the Bid Receip 
sk is the official bid time/date receipt indicator. 
iumes full responsib'ility for timely deliverv of the bid in com 

1:00 P.M. CDT , 

Ih the above description proceduie and conditions. ' 

DRAWAL: 
may withdraw his bid for a period of thirty (30) days after thc 
ir the opening of bids. Clerical errors and omissions in the 
bn of the lump sum bid shall not be cause for withdrawal 01 
t forfeiture of bid bond. Bids may be withdrawn in person 
o the closing date for receipt of bids. 

111 be accompanied by a big guarantee of not less than five 
tnt of the amount of the lump sum base bid. All 100% 
:e and Payment Bond shall be furnished by the successful 
bonding and insurance requirements are contained in the 
o Bidders and/or Conditions. 
REJECT: 
reserves the right to reject any and all bids and to waive 
malities and/or technicalities where the best interest of the 
ntucky University Student Life Foundation may be served. 
reserves the right to request further information from 

NFORMATION; 
Aualifications. Unit Prices, Proposed Subcontractors are 
to be submitted with the bid and List of Materials are to be 
I within (1) hour after the bid opening. 
itractor or subcontractor is found to be in violation of'any 
s of KRS 337.505 to 337.550 by the Department of 
Management, the Owner may hold such contractor or 
ictor ineligible to engage in the contract for construction 
a time as that contractor or subcontractor is in substantial 
e as determined by the Commissioner of Labor, 

L 

I Fax 270-782-2506 I 
NOTICE I -EOE- I 

1-1 The following units WIII 
be sold for cash on 

550 Jobs Wanted 5/25/00 at 10:OOa.m. 
Because of non-pay- 

Need A Nannie? ment of rent at Public 
Experienced, responsible, 10v- Storage, 985 Lovers 
ing of all ages Taking evening Lane, B.G., KY 
classes toward elementary ed \ 

Need full time child care posi- 
' 

tion Great references Call #67 Allison Dowell 
770-908-1623 #70 Aaron Gould 

4482 
555 Business Ventures #I 86 Anna Jones 
Established A 30 Machine #188 
vending route Must sell by 615 

715 General Investment requlred Fin. WAC 
Call 800-21 3-6640 X617 

605 frucks,Trailers,Vans 

Chevy Astro Van '93 
All wheel drive, 8 passenger, 
$4,999. Call 780-6588. 

(13) '94/'95 Freightliner 
FLD 120's , 

Cat' 3406C and. '  3406E " 
engines,. 350hp, .air-ride, 9 
speed,, 48in: integral sleepers 
sliding 5th wheels, ,650k-750); 
miles, silver paint: NO recaps, 
well-maintained, 6.6mpg 
trucks. $20,000 each. Franklin, 
KY. Call 1-800-444-6648. 

On December 17,1999, 
BellSouth Telecomrnun- 
ications, Inc. filed an 
application to modify its 
Price Regulation Plan 
with the Kentucky Pub- 
lic Service Co 
The proposed?%:::: 
tion included proposals 
to rebalance rates, re- 
duce certain access 
rates charged to inter- 
exchange carriers, re- 
structure to overall Dlan. 

.- 
. I  

. I  

1998 Ford F-150 Rear Chrome 
focus future investments 

Bumper. Just like new for just On broadband 
$loo 00. Please phone 782- ment to rural areas. and 
7335 rename the plan. The 

Commission has estab- , 
lished a docket, Case 
No- 99-4341 to review 
the proposed modifica- 
tions, and has sched- 
uled a public hearing for 

a.m. EDT in Hearing 

96 Dodge Ram 
Zonversion IICR, all power, Van. ail Televiston, options 

.ow miles-new tires-loaded. 
b17,800 Call 846-4460 

Chevy Longbed pickup 
1970,305,400 turbo trans, bad June 6, 2000, at 9:00 ' 

notor, factory air, power steer- 
ng. $400 obo Call 782-0044. R~~~ 1 of 

Commission's offices at 
21 1 Sower Boulevard, :ord FISOXLT Lariat '91 

i Cyl., auto, good tires, cold ar, 
lual tanks. $4,200. Call 202-1 Frankfort, Kentucky. 
664 or 842-6675 niahts 

E.C. Roberts, Jr. 
Pres iden t - Ke n t uc k y 
Division 
BellSouth Telecommun- I 

Autos il0 

The Super iCatiOnS, Inc. 

Seller!! I 

Run your Car orTruck 
eve Thurs., Fri., Sat. 
and'lun. till it sells for 

only $24.95 
non-refundable special price) 
r l l  ads must be prepaid 
'rivate party only 
Ise up to SIX lines describlng 
our vehicle (must include 
rice) Daily News 

WANT IT? 
FIND IT! 

in the 

Call for more details on 

3232. 
CAR OR TRUCK!! 783- 



AFFIDAVIT OF PUBLICATION 
5 0  

Laurie White of Owensboro, Kentucky being first duly sworn, 
says that she is Credit Coordinator of the Owensboro Messenger-Inquirer, 
Inc. a newspaper printed and published in the State of Kentucky, 
County of Daviess, and that the advertisement is a true copy which 
has been published in the Messenger Inquirer on the following dates, 
viz: May 24th, 2000. 

Laurie White 

Subscribed and sworn to before me, a Notary Public within and 
for the State and County aforesaid, by Laurie White to me 
personally known, this 31st day of May, 2000. My commission 
expires the 27th day of January, 2001. 

Carol Sue Trautwein 

County of Daviess 
Notary Public State of Kentucky 
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MESSENGER-INQUIRER, Wednesday, May 24,2000 3c 
(1 

. . .  . .  

'.end. When you're focused, you To,nightOfftothegym . . ' M Use your instincts when deaiing 
accomplish a lot. Tonight Holiday, Libra (Sept. '23-Oct. 22) with others. You gain if you handle .a 

; Cancer (June 21 -July 22) **M You are clearly in the mood financial matter quickly and effective **** There's a lot going on, and to li-olic and have fun. Others join in, ly. Recognize an opportunity; dive in 
"you might be challenged to get. a situ- even at work Let your sense of humor and make it so.' You  financial' ideas 
: ation under control.. Undkrstand come out. Be easygoing. Reach out pay off. Go for what you want, men if 
, where another, is coming from; take for another at a distance. Don't take it means more work. Tonight: Pay 
, ~ ~ ~ ~ ~ ~ , ~ ~ Y ~ l ~ ~ ~ . ~ - ~ ~ , ~ ~  ~ - '  set~~~rs-a.n.d~op.en~e~ca.r.niva~ .... follawing-aareas:-'-" 

.. ,",,, RideS ,Games'and,Fo;od ........................... 
. Concessions. Sign Up 
Bonus!! Great Pay!! Free 
Living Quarters!!/ We do 

require random drug testing 
. &background checks. 
Call 4t 733-9232 ;$ +# +# 

BRICK LAYER- Residential 
work. Expenenced & reliable. 

Call (270) 785-9416 
after5pm. 

CARPENTER- Needed for 
Custom Home Builder. Expe- 
rience Necessary. Full-time, 

Year-round work. ComDetitive 
wages, benefits & vadation. 
Call 686-1476 after 5 ~ i n .  

4th & Crabtree Ave. area 
2nd & Frayser Ave. area 

For more information call 
Kirk Griggs at 691-7253. 

All Shifts. We offer 
on the job training! 

Competitive wages, we pay 
extra for experience. New 
wage scale! New benefit 
package which includes: 
Health, Dental, 
Life Insurance & 401 K Dlan. 

Carrier Route Available 
The Messenger-Inquirer 

Newspaper needs 
'individual for route 

available in the following 
area: 

4th 8 Crabtree h e .  8 
2nd 8 Frayser Ave. Area 

Only area residents should 
apply. For lnfonnation ca// 

Kirk Griaas at 691-7253 

0 Tamarack Rd. & 
Gemini Dr. 

0 Mclntire Crossing 8 
Southtown Blvd. . 

For lnfonnation call Les 
Williams at 691-7230 

~ 

C N A "  a 
WELLINGTON 

PARC 
Wellington Parcgurrently 

has positi6ns open for 
qualified individuals for the 
NEW BENEFIT PACKAGE 
6 am-2 pm, 2 pm-IO pm 

4 pm-8 pm 8 10 pm-6 am 
shifts. Apply in person: 
2885 New Hartford Rd. 
No Phone Calls. E.O.E. 

Something missing? 
Let CLASSIFIEDS help you 

find it! Call 926-6181. 

Something missing? 
Let CLASSIFIEDS help you 

find it! Call 926-8161. . 

BellSouth Telecommunications; Inc. 
Notice To Subscribers 

On December 17, 1999, BellSouth Telecom- 
munications Inc. filed an application to- modi- 
fy its Price Regulation Plan with the Kentucky 
Public Service Commission. The proposed 
modification included proposals to rebalance 
rates, reduce certain access rates charged to 
interexchange carriers, restructure the overall 
plan, focus future investments on broadband 
deployment to rural areas, and rename the 
plan. The Commission has established a 
docket, Case No. 99-434, to review the pro- 
posed modifications, and has scheduled a 
public hearing for June 6, 2000, at 9:00 a.m. 
EDT in Hearing Room 1 of the Commission's 
offices at 211 Sower Boulevard, Frankfort, 
Kentucky. 

E.C. Roberts, Jr. 
President - Kentucky Division 

BellSouth Telecommunications, Inc. 
1 



BEFORE THE 

KENTUCKY PUBLIC SERVICE COMMISS 

CASE NO. 9 9 - 4 3 4  

RE: BELLSOUTH TELECOMMUNICATIONS, INC. 
PRICE REGULATION PLAN 

Pursuant to notice duly given, the above 

styled matter came to be heard June 6 ,  2000, at 9 :00  

a.m. in the hearing room of the Kentucky Public Service 

Commission, 211 Sower Boulevard, Frankfort, Kentucky; 

The Honorable B. J. Helton presiding. 

VIVIAN A. LEWIS 
COURT REPORTER - PUBLIC STENOGRAPHER 

1 0 1  COUNTRY LANE 
FRANKFORT, KENTUCKY 40601 

(502) 695- 1373 
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RE: BELLSOUTH TELECOMMUNICATIONS, INC. 
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Hon. B. J. Helton 
Chairman 
PUBLIC SERVICE COMMISSION 

Hon. Edward Holmes 
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Hon. Gary Gillis 
Commissioner 
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Hon. Amy Dougherty 
Legal Counsel 
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Hon. Creighton Mershon 
Hon. Langley Kitchings 
601 West Chestnut Street 
Louisville, Kentucky 40203 
Legal Counsel 
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Hon. Ann Louise Cheuvront 
Assistant Attorney General 
1024 Capital Center Drive, Box 2000 
Frankfort, Kentucky 40602-2000 
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CHAIRMAN HELTON: 

Good morning we are here in the case of the 

review of BellSouth Telecommunications, 

Incorporated, Price Regulation Plan, Case Number 

99-434. Could we have appearance of the parties 

please? 

MR. MERSHON: 

Madam Chairman, for BellSouth Telecommunications, 

Creighton Mershon and Langley Kitchings, 601 West 

Chestnut Street, Louisville, Kentucky 40203. 

MS. CHEUVRONT: 

For the Attorney General's Office, Ann Louise 

Cheuvront, 1024 Capital Center Drive, Frankfort 

MS. DOUGHERTY: 

For the Commission and Staff Amy Dougherty. 

CHAIRMAN HELTON: 

Is there any member of the public that would like 

to give public comment. Hearing none, Mr. 

Mershon, you may call your first witness. 

MR. MERSHON: 

As a preliminary matter we have the affidavits for 

the Commission that we have published notice of 

the hearing per the Commission rules, which I'd 

like to give to the clerk and we have also 
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provided a copy of our testimony. We call Mr. 

Gerwing . 
(WITNESS DULY 

MR. KITCHINGS: 

SWORN) 

Good morning, Chairman Hel-on, may I procee, 

CHAIRMAN HELTON: 

Yes. 

MR. KITCHINGS: 

Thank you. 

The witness, FRED GERWING, having first been 

duly sworn, testified as follows: 

BY 

Q 

A 

Q 

A 

Q 

A 

DIRECT EXAMINATION 

MR. KITCHINGS: 

Would you please state your name and business 

address ? 

Fred L. Gerwing, 601 West Chestnut Street, 

Louisville. 

By whom are you employed Mr. Gerwing? 

BellSouth. 

Are you the same Fred Gerwing who caused to 

be prefiled some 19 pages of direct testimony 

and two exhibits? 

Yes, I am. 

- 5 -  



I 4 
U 
W a 
2 
m 
U W 
I- 
U 

W 
2 
a 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

Q Do you have any additions or deletions or 

corrections to your testimony? 

A I do have one correction to the FLG-2, the 

price-out for the rebalance. It is the 

attachment to the settlement in the year two 

Louisville rate, we are proposing to add 85 

cents to the present rate to take it to 

$18.40, and we have a typo in the second 

column that says 11$18.50,11 and it should say 

"$18.40." 

Q Subject to that correction, Mr. Gerwing, if I 

were to ask you the same questions as 

contained in your direct testimony, would 

your answers be the same? 

A They would. 

MR. KITCHINGS: 

Chairman Helton, I would move Mr. 

Gerwing's testimony into the record as 

corrected and we would make Mr. Gerwing 

available for cross-examination. 

CHAIRMAN HELTON: 

So ordered. Ms. Cheuvront. 

MS. CHEUVRONT: 

Thank you. 

- 6 -  
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CROSS EXAMINATION 

Q Good morning. 

A Good morning. 

Q Do you know how your other eight states are doing 

competitively wise? 

There is a lot of competitive activity in a l l  

of our states. Certainly, I think Atlanta, 

Georgia, and Florida we are seeing the most 

competitive activity, but we have many multi- 

A 

state contracts with CLECs and the 

competitive activity is heavy and growing 

all of our states. 

Q In mainly business, or are you seeing it 

residential area also? 

in 

n 

A Well, you know, for purposes of 271 I think 

you have one definition; for purposes of your 

question, I'm going to say that we are seeing 

it in all areas because, clearly, with 

wireless services it has become very clear 

when you can purchase a telephone--1 noticed 

the other day a Powertel add for $10 and pay 

$19.95 for a 100 minutes which includes a lot 

of intraLATA long distance and sometimes even 

beyond intraLATA long distance. There is 
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obviously a lot of a folks that are 

substituting wire line for wireless services. 

Cable modems are--there is quite a bit of 

cable modem activity which is cannibalizing 

our additional line services and also 

taking--competitive with us for our ADSL 

services. So, I would say that there is 

quite a bit of activity, competitive 

alternatives for all of our services, both 

residence and business. 

Q You are talking about the wireless service 

and how it is--you are seeing it--you've seen 

it as a competitor, there is legislation 

being proposed to make the incoming caller 

pay for the minute. 

residential or consumers that have wireless 

phones that is sort of irritating them. And 

they are saying they are not going to give 

out their telephone number, do you see that 

as going to make a difference in being 

competitive? 

From talking to 

A Well, I mean, our--1 think we will continue 

to see lots of wireless activity. I mean, 

that is the way it is in Europe and it 

- 8 -  
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certainly hasn't cut down on that business in 

Europe. So, you know, I really haven't 

studied the effects of caller pay since I'm 

not in the wireless business, I don't 

represent the wireless industry. But, no, I 

fully expect that to be--continue to be a 

very viable competitor. 

We'll get back to the subject now, I was just 

curious about wireless in competition. In 

the AG's Data Request Number 2 you said there 

was no way that you could report--that you 

could figure out what your rate of return 

would be with what you report to this 

Commission, but, in the FCC, don't you still 

file a rate of return or a Form 492? 

A Well, the--all of the financials are now done 

on a GAP accounting basis. We departed from 

Part 71 accounting some several years ago and 

I think it would be very difficult to try to 

say under traditional rate of return what 

your financials look like because so much of 

our behavior has changed under price 

regulation as opposed to rate of return 

regulation. There is a number of things 

- 9 -  
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Q 

A 

Q 
A 

Q 

A 

Q 
A 

Q 

we've done that--such as promotions, our 

contract businesses has accelerated, 

accelerating our depreciation, which lowers 

our capital base. I mean, there is just so 

many changes that have been made to try to do 

a retro of our-- 

My question was do you file a form--a report 

or a Form 492 with the FCC which they refer 

to as a rate of return report? 

Since you have it there in front of you, 

obviously, we do, I'm not familiar with Form 

492. 

I can pass out a copy if you'd like--but it just-- 

We do-- 

--on the form it shows that you had--in 1998 

you did a 20.80% rate of return, which is an 

increase since 1994 and you have increased 

every year since 1994. If you would like to 

see it I do have copies of it. 

I wouldn't-- 

But that's not really the question. 

I wouldn't dispute that we have earned better 

since 1995. 

Okay. Well, that is the question. This 

- 10 - 
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report shows that you made 15.92 in '94. 

Since your answer says the Commission allowed 

an 11.26, I'm even going to assume that what 

you filed with the FCC may be different than 

what you would file here. And it may be for 

all your nine states and not just for 

Kentucky, so my question was have you done 

well since you have been under the price cap? 

Have we earned better in 1999 and the year 

2000 than we did in 1995, certainly. That's 

what we were incented to do by this 

Commission. We were put under a Price 

Regulation Plan for just that purpose. 

we done a number of things under Price 

Regulation that traditionally were not 

allowed under traditional rate of return 

regulation in order to obtain those earnings, 

yes, we have. We have taken quite a bit of 

risk. We have done a number of things, bonus 

plans for our employees that were 

traditionally disallowed under traditional 

rate of return regulation. 

pricing that was not traditionally allowed 

under the rate of return regulation because 

A 

Have 

We've changed 

- 11 - 
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the risk of changing that pricing creating 

revenue requirement in other categories that 

the Commission didn't want to deal with at 

the time. We have, as I mentioned, we have 

accelerated depreciation which lowers our 

capital base. We tried to do that several 

times under traditional rate of return 

regulations because it increased short term 

expense, that was not allowed, even though 

obviously the long term benefit was there. 

So, you know, we have done a number of things 

in the marketplace to increase those 

earnings. And, thank goodness, we have, 

especially, as we find ourselves now having 

to completely rebuild our circuit switch 

network into a package switch network. 

know, when you look at our stock prices, not 

increased since 1998, even though we have 

increased our earnings, clearly, financial 

markets are expecting the kinds of earnings. 

I noticed last night on--no matter which 

You 

business channel you turned to last night-- 

the topic was the AT&T/Media One combination 

approved yesterday by the FCC. And quickly 

- 1 2  - 
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following that was all the analysts saying 

that the market is not giving much rift to 

the cable and wire line companies because the 

emphasis nowadays by the investors is on the 

wireless side of the business and that our 

ability to raise funds to rebuild our 

networks, whether it is cable or wire line, 

into this package switch network is going to 

be a very difficult task without dilution to 

our earnings. And you see companies setting 

up wireless tracking stocks just to create a 

mechanism to be able to raise money to build 

these new networks and update networks. And 

so, you know, have we earned better, yes; are 

we earning at a point where the financial 

markets are willing for us to--to help us 

finance the kinds of network upgrades, it is 

looks very doubtful. And so, you know, I 

think the earnings have been commensurate. 

If you go back and look at our performance 

against the S&P 500--it is pretty simple to 

do, you go into CNNFN, you type in BellSouth, 

you pull up a three year trend, overlay the 

S&P 500 graph on that and you find that we 

- 13 - 
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have only maintained pace with the S&P 500 

over the last three years. We have no out- 

paced the S&P 500, we run counter cyclical to 

the NASDAC on those same charts. You can 

overlay the NASDAC over that same time 

period. NASDAC goes up and we go down. And 

so, clearly investors are expecting-- 

investors are expecting rate of returns that 

we are earning and perhaps even higher. 

Q And as you said, to receive this capability 

of earning better, you were to take some 

risks? 

A Correct. 

Q Did BellSouth support the competition--the 

idea of competition and help push for the 

1 9 9 6  legislation, maybe not necessarily in 

that form but--1 know everybody had give and 

takes? 

A Certainly. It became clear to us that the 

only way that we were going to have an 

opportunity to participate in the interLATA 

market was by having some legislation that 

broke the dam that we found ourselves behind 

in the court system. And so, yes, we helped 

- 14 - 



1. 

m 
r 
m 

i 
B 
N 

8 

8 

v) 
U 
W I- 
U 

W a: 
t! 
U 
w 

4" 
0 
E! 
i, 
I 
U 
9 

I. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

a 
- 
3 

r 

3 

7 

3 

1 

! 

draft that and push for that kind of 

legislation. You know, I think even ,n 

no one foresaw that--the value of data 
91 

networks and what was going to happen in the 

data network market. Clearly, the real value 

in the interLATA market, while it is to be a 

full service provider and have a voice piece 

in your package, it brings very little value, 

just that piece brings very little value 

itself to the company. 

going to be to be able to provide the 

interLATA data piece. So, yes, we did see 

the need that we were going to have to have a 

competitive framework before we were going to 

get the opportunity to grow our business in 

the areas where the growth is coming from. 

You are asking this Commission to eliminate, 

if I understand correctly, the productivity 

factor and instead allow you to deploy 

broadband in rural areas. 

technology allow for data services? 

It is necessary--the kinds of speeds that 

broadband brings to make data services 

viable, yeah, I would say that you need to 

' 

The real value is 

Q 

Does broadband 

A 

- 1 5  - 
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get to a broadband network. 

And this area is growing, as you previously 

mentioned? 

That is where the market opportunity is, yes. 

And that's where competition is going to be. 

What percentage of your territory already has 

broadband capability? 

Well, broadband comes in a number of 

different forms. A T-1 service could be 

considered to be broadband, and we sell T-1 

services all across the state. Certainly, 

the Kentucky Information Highway, which we 

have put in place with a frame relay networks 

and the ATM network is a broadband capability 

and we deliver that through our partnerships 

with the independent companies and Cincinnati 

Bell and GTE to all the counties in Kentucky. 

So, we do have some form of broadband 

capability. Now, that serves primarily a 

restricted market that is out there today 

T-1 services certainly aren't the kind of 

broadband capability that a residence can 

make access of. The kinds of high speed 

services that we typically are looking at 
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today in the market to deliver to the mass 

market we offer only in Louisville. Let me 

correct that, we do have a partnership with 

Darwin Networks where we have deployed 

digital subscriber line service in Frankfort, 

Bowling Green and Pikeville on a trial basis. 

So, we have begun to look at the market 

opportunity outside of Louisville through 

that partnership. 

Aside from what you are proposing to do in 

this filing, do you all have any plans to put 

broadband any place else since you already 

have that source? 

Presently we do not. 

we see them today, and I think it is being 

reinforced by what we are running into in 

Frankfort, Bowling Green and Pikeville, the 

business plans and the demand that is there 

in the marketplace today wouldn't support us 

or any other provider going out there and 

putting a broadband capability, or in this 

case, digital subscriber line service in 

those markets. 

This isn't what you are doing in Lexington or 

The business plans as 

- 1 7  - 
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attempting to do, I can't remember if you got 

your-- 

Right now we are deploying primarily data 

services over T-1 capability in the Lexington 

market. We do not have digital subscriber 

line service deployed in Lexington. 

A 

Q Why should you be given incentives to invest 

Wouldn't it in new technology and services? 

be to your advantage and to the customers you 

want to keep and hopefully draw in, to 

invest? 

A As I said, the business plans presently, if 

you try to do a business case on deploying 

this broadband technology outside of a very 

dense market, it doesn't prove in. You know, 

I think we are going to have to--we are going 

to have to do some very creative marketing to 

even hope to begin to take advantage of the 

kind of deployment we are offering. 

when you talk to the policy folks on the 

economic development side in the Governor's 

office, Aldona Valicenti, and those folks in 

the Information Technology Cabinet, they have 

clearly laid out a path of what their vision 

And yet, 
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is for Kentucky. 

broadband capability and that is why we--our 

first example of how we would deploy looks at 

the KCTCS sites and the Kentucky Rural 

Economic Development Act sites as the first 

targets of where we would deploy this 

service, because I think it is going to take 

a public/private partnership and their help, 

and their pushing along with us. Again, one 

of these creative marketing kinds of things 

to make this investment pay off for Kentucky. 

Will it pay off for BellSouth in the short 

run, there isn't any way that is going to 

happen; will it pay off for Kentucky big time 

short run and long run, I think Kentucky has 

got to do it to position itself. 

add that, for example, if you look at 

Georgia, the Georgia legislature down there 

just passed some tax credits that effectively 

gives us the opportunity to recover the costs 

of this kind of deployment out in rural 

Georgia. There was a bill that was put 

together in the Kentucky legislature, it 

didn't go very far, to incent this kind of 

And that requires to deploy 

I'd like to 

- 19 - 
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investment. So, I think if we are going to 

sit here for another two years and wait for 

the legislature to come back into session, 

that is not a very good alternative. 

think, again, the folks in the Governor's 

Office, Doug Robinson, Aldona Valicenti, and 

those folks would tell you the opportunity is 

going to pass Kentucky by unless we act 

pretty quickly. And so,  you know, we see 

this as an opportunity to rechannel the gains 

in our productivity instead of into rate 

reductions which, as the audit points out, 

are anti-competitive, let's rechannel those 

into this kind of opportunity for doing 

broadband deployment. And that's an 

important focus, we are not saying do away 

with productivity factor, I mean, that--that 

is the effect of what is happening here, but 

we are not saying give up capturing those 

productivity improvements. 

are willing to share those productivity 

improvements but it ought to be in the manner 

of technology deployment. 

important and the auditors that this 

I 

We are saying we 

We feel that is 
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Commission hired felt that was important. 

Have you already made any type of these 

investments in your multi-line business 

environment other than just in Louisville? 

Q 

A Not outside of the Louisville market, no. 

Now, in that a multi-line business, a very 

large business, can take advantage of frame 

relay and ATM capabilities, you know, that is 

available to them. 

our frame rely business though has been 

relegated to the Kentucky Information Highway 

and the participants of that highway, and 

that is the reason we have looked to broaden 

the Kentucky Information Highway capability 

for the kinds of participants that can 

utilize that network. 

lot of that activity outside of the Kentucky 

Information Highway in rural Kentucky. 

I'm not quite sure because I don't totally 

understand this, but, from my understanding, 

when you all used to build your network it 

was done on what I'm going to call a peak 

hour, or your busiest hour of the day. You 

had to be able to cover that? 

Quite frankly, most of 

We are not seeing a 

Q 
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A It would be engineered on the busy hour, busy day, 

yes. 

You are moving away from that and going into 

a package switched network? 

Q 

A Yes. 

Q 

A 

Does this allow for more flexibility? 

It is a totally different type of traffic 

engineering that you do with a package 

network as opposed to a circuit switch 

network. Clearly, digital capability and 

package switched networks create a whole lot 

of flexibility because they can carry all 

kinds of traffic, whereas, clearly, the 

circuit switch network today can’t carry the 

kinds of traffic that is required in the data 

markets. 

Q That was my next question, it will carry more 

traffic then. So, if the network can handle 

more traffic, does that drive down the cost 

per subscriber? 

I don’t know that you want to make the cost 

comparison per subscriber between a circuit switch 

capability and the packet switch capability. 

packet switching capability carries with it a 

A 

A 
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certain cost per packet of data. 

that particular unit might be cheaper than a 

minute of use on the network is like comparing 

apples and oranges and, you know, building a 

packet network with a certain broadband capability 

brings its own cost. 

cost over and above what we now have in equipping 

the circuit switch network. The fact is that 

right now we are faced with building our packet 

switch network with a high potential. You have 

got the 706 proceeding having over our head. The 
fact that we are probably going to have to settle 

on an open access basis and at T E L R I C  prices. 

of that brings a lot more risk to BellSouth's 

decision to deploy packet based networks than it 

does the cable industry or other industries, 

wireless industries, who don't have to sell on an 

open access basis, apparently, and don't have to 

sell at T E L R I C  prices. 

the risk for the I L E C ,  for the RBOC, BellSouth to 

deploy a packet switch network carries a lot more 

risk than it does our competitors. 

Q Are the costs associated, you said it is 

The fact that 

It is clearly incremental 

All 

So, our opportunity and 

apples and oranges, but could you say if the 
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cost associated with the circuit switch 

network is greater than what would be 

associated with the packet switch network 

A I don't think that that is a viable 

comparison. They each have their own cost, 

they each provide a certain kind of service 

to customers and, clearly, we can carry voice 

traffic on a packet switch network probably 

more efficiently than we can carry it on a 

circuit switch network. I think I said that 

right, carry it more efficiently on a packet 

than a circuit switch network. But voice-- 

the voice traffic is really of no consequence 

in this market. 

is where we have to manage our business 

toward. And so,  you know, we are stuck with 

a huge anchor of how we handle traditional 

voice traffic over that circuit switch 

network and you have got all that investment 

setting there. 

market we have got to get our packet switch 

network deployed, up and running, if we are 

going to be competitive, because we are 

already well above 75% of the traffic flowing 

It is the data traffic that 

And the fact is in today's 
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over the telecommunications network is data 

and it won't be long before it is in the high 

90s. And so, you know, the voice traffic is 

inconsequential. 

to note, for example, in the WorldCom-Sprint 

merger where the discussions now are to pull this 

thing off. Quite frankly, I think they have 

I think it is very interesting 

pulled an excellent Brer Rabbit routine, don't 

drag me, you know, it looks like they are going to 

sell the long distance, the voice long distance 

piece in order to get the wireless piece of that 

business. So, you know, there is very little 

value in the voice market any more. 

Could you explain to the Commission the technology 

that you want them to allow you to implement more 

rapidly than what you originally planned? 

A Well, that is a very good point because I 

Q 

think the important thing for this Commission 

is that no one can say for certain what is 

going to be the best way to deploy broadband 

services over the next two to five year 

planning horizon. 

and put on the table that if you were to 

deploy ADSL to the 31 counties and the wire 

We have done our analysis 
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centers that we have used as an example, 

we have built the case based on that 

deployment, but we don't know that a wireless 

application--two years from now that a 

certain wireless application or perhaps a 

satellite application for delivering 

broadband might not be the more efficient 

way. What we are committing to this 

Commission is regardless of what that 

technology is, is that by the end of year 

2002 we will have broadband capability in our 

wire centers that serve 75% of the access 

lines in this state. 

would venture to say that is probably going 

to be ADSL service. But I don't think the 

Commission ought to lock itself into a 

particular technology deployment or a 

particular time frame or a particular central 

office, I think what they ought to do is 

require a commitment that we reach a certain 

level and then let us work with Economic 

Development people--Cabinet with the KCTCS 

folks, find out--and find out which of the 

right central offices, the right counties to 

and 

At this point in time I 
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be in, and then let us choose the right 

technology at that given point in time. But 

we are committing to start deploying digital 

subscriber line service this year. 

as this Commission approves this case we will 

spend up to four million dollars this year 

alone and that we will deploy in 31 counties 

by the end of the year 2002. 

This probably goes once again against my lack of 

understanding, but it sounds to me like you are 

trying to raise the rates for voice service to 

your residential customers, yet have them pay for 

data services. 

As soon 

Q 

But you said voice services-- 

A Well, I think, clearly, the public policy 

initiatives in this coun--in the United 

States, and the FCC has just dealt with that 

in the CALLS proposal, everyone knows that 

the circuit switch 1FR service is below its 

cost and that there are subsidies in the rate 

structure in both access and business 

services that are helping to pay for our 

universal service and to help pay the cost 

those--the difference between the pricing 

cost in that market. And so, you know, wh 

of 

t 
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we are asking this Commission to do--because 

by law the Commission has to deal with 

Universal Service Funding issues and has to 

deal with how do you make--how do you entice 

competition into rural Kentucky, and you have 

to do that by shifting the subsidies out of 

the rates and creating the opportunity for 

any provider going into those markets to have 

an opportunity to share in that subsidy--so, 

what we are asking this Commission to do is 

to deal with the universal funding issues in 

a little different manner than a line item 

charge. And to--the plan we have put on the 

table we think would be a gradual transition 

of shifting cost to the local loop, as the 

FCC dealt with in the CALLS order, and it 

would do it on a gradual basis and at a 

lesser amount. 

keeping in our rate structure in our 

competitive rates, we are willing to risk, if 

this Commission will take that risk with us, 

leading a certain level there so that the 

increase in rates to residential customers 

will be much less than it would be if this 

We are willing to risk 
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Commission has to deal with USF on a line 

item basis. 

Q Since you started talking about USF, I'll 

skip ahead a few minutes, a few questions. 

YOU are proposing to increase your 

residential rates and, from my understanding, 

to forego collecting from USF, but there 

hasn't been any order issued stating what you 

would collect or even if you would collect 

yet from this Commission? 

A Well, I think the Commission did a 

preliminary order and if you look at the--if 

you just make a run at the synthesis model 

that synthesis model would say that there is 

potentially 90 to 1 0 0  million dollar fund 

here in Kentucky. 

collected on a line item against the ILEC 

revenues, you are looking at something above 

$4 and change. If you decide to collect that 

from the revenue base of all providers in the 

state you are looking at something above $2 

and change. So, you know, I think just a 

preliminary look, and the Commission in their 

order said, this is what we see, is there a 

If those monies would be 
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more creative way to deal with this. I think 

the 

when they spent six months with us and came 

up with a framework--defined a framework. We 

built on that framework in this plan and that 

framework has been confirmed with the CALLS 

order. So, I think it is the appropriate--I 

think it is an appropriate approach. 

But we've seen the USF change between the 

time they issued their order, just what the 

FCC lowered was substantial, so it could 

possibly change even from their order? 

A Well, I think you also have to look at 

uditor looked at some of these issues 

Q 

whatever that might be. 

a $1.50 or a $1 when that USF line item goes 

in, the present plan would say at that 

particular point in time BellSouth could 

begin increasing residential rates at the 

rate of 10%. Our plan doesn't do that. Our 

plan has a minimal rebalance of 10% in four 

of our rate groups, 85 cents in our 

Louisville rate group, which is a much 

smaller percentage. And, so, you know, I 

think our plan handles it correctly. 

Let's say it is only 
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A 

8 

A 

Q 

A 

Let’s get back to your call centers. What 

exactly are your call centers going to be 

built for? 

Our call centers? 

Didn’t you propose to build some call centers 

in your proposal or did I dream that? 

I don‘t think so.  

I guess maybe at the informal conference, or 

in something I read, it talked about another 

thing that you all proposed was putting 

before it Economic Development was call 

centers. Did I misread that? 

No. 

tariff as part of this package which would 

look at the same locations and the same plans 

that the Kentucky Rural Economic Development 

Act looks at and for those companies we would 

have 10% discounts on their rates and waiving 

of installation charges to try and entice 

companies to locate by lowering their 

communication bill in Kentucky. Certainly, 

that has some value, in this plan, and we do 

have an economic development tariff. 

what we are seeing is that I think the 

We do have an economic development 

Now, 

- 31 - 



1 

2 

3 

4 

5 

6 

7 

a 
9 

0 

1 

2 

3 

4 

5 

5 

7 

3 

3 

I 

L 

2 

3 

i 

opportunity for call centers, clearly, the 

KREDA Act entices businesses to locate here 

that are going to do a certain amount of 

business out of the state and call centers 

clearly fall into that realm. And, so, call 

centers have been an attractive business that 

the Economic Development folks have been able 

to incent to come to rural Kentucky. We want 

to help them with that. 

Q Maybe that is what--and I misunderstood where 

you were coming from. 

testimony you talk about an adjustment to 

address subsidy, to get prices more in line 

with cost. 

calculation on what cost is, isn't it? 

I think if you use the FCC synthesis model 

which, you know, I think by any stretch of 

the imagination it is a TELRIC forward 

looking cost, it doesn't include any of our 

embedded cost. Even if you just use that, 

clearly, 1FR rates are below cost, especially 

after you go through your deaveraging--when 

you look at the deaverage requirement. 

Q If I read the audit report correctly, it was 

On page ten of your 

But this is by your BellSouth 

A 

- 3 2  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 
- 
3 

r 
3 

7 

3 

3 

1 

1 

2 

3 

1 

on page 138  of the audit report, you say that 

even if you get a rate increase you will 

freeze rates, but then in your proposal that 

you filed it didn't say anything about 

freezing rates. Was there a change of mind 

or am I reading the audit report wrong? 

A I don't know, let me look at page 1 3 8  and see 

maybe where you are talking about. 

direct me to where the wording might be? 

starts on page 137 is--is there a-- 

recommendation number two is about the 

rebalancing. The paragraph there on page 1 3 8  

would be the first full paragraph on its own. 

During our discussions with the auditors they 

were researching what would be some potential 

trades and how would this plan work if we put 

a plan together. And we offered up, in the 

spirit of kind of a quasi negotiation, the 

kinds of things that we might be interested 

in doing, and that is what they put in the 

audit report are the, you know, some 

potential. You know, I think what we have 

said in our rebalances is that we would do 

these first two years and then rates would be 

Can you 

It 
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allowed to increase at the rate of inflation. 

That is what is in our plan. 

Q Let's assume that I agree residential rates 

should increase slightly. 

maybe it might be a better idea to freeze 

them after a couple of years until we get a 

grasp on what is happening instead of just 

letting you raise them to inflation since you 

are employing technology that could possibly 

lower rates? 

I think in this plan the most important thing 

are the principles of the fact that 

productivity factor no longer serves its 

purpose. I think the FCC dealt with the 

productivity factor in recognizing it for the 

ruse that it is and saying, look, it is a 

transitional mechanism that works to lower 

Don't you think 

A 

rates. You know, they lost in the courts 

that it had any basis on total factor 

productivity basis and now they don't have to 

go back and defend that. But that is an 

important principal that the productivity 

factor and the way it is handled in the 

formula and the way we use it in the baskets 
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is really no longer applicable. 

another principal of rebalance is important. 

I think access charge reductions, getting 

down, getting access charges down to the 

.0055 level is an important target. 

dealing with USF, and we think we have got a 

better way to deal with USF than kind of what 

I think 

And then 

is going on around the country. 

those four principles are important. 

go about implementing those four principles 

can be cut a number of different ways. 

have put one plan on the table, we have tried 

I think 

How you 

We 

to engage parties in this case in discussions 

about what is it that you want, what is it 

that you need to meet your needs and we think 

we have achieved that. You know, those are 

the kinds of things that we would have been 

happy to discuss with the Commission Staff at 

the informal conference or with you in 

settlement conferences. You know, I don't 

want to get in the position of negotiating 

here on the stand. I will say Vantage 

Consulting has, in their testimony, put in 

another way you could cut this thing. The 

- 3 5  - 
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principles are important and how you go about 
implementing this, whether you do a two year 

rebalance or a three year rebalance, and then 

you freeze rates for a year or you let them 

go at inflation, you know, there is a number 

of ways you could cut this thing. 

we have got a very effective way to go at it, 

and it meets four areas that we thought were 

very important to this Commission: Deal with 

We think 

uSF, get broadband deployment, have stable 

rates and high quality service, and get 

access reductions. 

at Commission orders, talking with the 

We felt that in looking 

auditors, those were four important things 

that this plan does and we put one way to do 

it on the table. 

Q So, you obviously don't think that since 

technology seems to be--the cost of 

technology seems to be decreasing that the 

fairest way for the residential rates would 

be to have a cost study scrutinized before 

rates are written? 

CHAIRMAN HELTON: 

Writ ten? 
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Q --are raised. 

A You know, how much more ing to loo 

at costs? I mean, we have had cost dockets 

re we g 

galore and the Commission has got another one 

that it has to go through this fall on UNE 

prices. 

any more that is willing to say that 

residential rates aren't below cost. 

the FCC has recognized it, I mean, that is 

just a fact of life that we are going to have 

to deal with. You know, why delay further? 

I think the CALLS order has an interesting 

paragraph in it on page 12. 

27 and--in that order--and what they point 

out is it says, #'The Commission"--the FCC-- 

"not permit itself be gridlocked into 

inactivity by endeavoring to find precise 

solutions to each component of this complex 

set of problems. It is preferable and more 

reasonable to take several steps in the right 

direction, even if incomplete, than to remain 

frozen with indecision because a perfect 

ultimate solution remains outside our grasp." 

I mean, how much more studying do we need to 

There isn't anybody in the industry 

I mean, 

It is paragraph 
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do? The 1FR rates are below cost, there is 

subsidy in our rat structure, we need to get 

access charges down, and we've got a better 

way of doing it in this plan than utilizing 

the USF methodologies that are out there 

floating around. 

should get on with it. 

Q Is a switch just one cost? 

A I'm sorry? 

Q Like, if you are going to buy a switch, is 

And we think the Commission 

that just a cost? 

Switch--a switch certainly has a capital 

expenditure component with it, but there i 

A 

lots of expenses that go into maintaining and 

operating a switch and depreciation and all 

the rest that goes with it. Every dollar of 

capital we put in carries at a minimum about 

a 25 cents carrying charge. 

Q If you buy a switch, does that include 

vertical services? 

A Not necessarily. There is right to use fees 

that go on top of that, depending upon which 

package of vertical services you put into it. 

So, the switch itself isn't necessarily the 
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sole factor. 

Q If a CLEC purchas a witch from you under-- 

with UNE prices, doesn't that include the 

vertical service? Or am I misunderstanding? 

A No, presently I think there is, and the 

Commission will clear this up in its cost 

docket, I think we would say that there ought 

to be some incremental increase to the port 

charge for a given set of package of vertical 

services. 

port charge does include the features, the 

vertical services that come with the switch. 

IS it correct that the UNE services that you filed 

with this filing are the lowest of any UNE 

services you have filed 

It could be argued that today the 

Q 

A I don't know, Mr. Rausch could probably 

answer that better than I can. 

lower, they are lower than the set of 

deaveraged UNEs that are in the stipulation. 

We are proposing a lower set of non-recurring 

charges, both on interim basis until the 

Commission can have their cost docket. The 

audit pointed out that our UNE charges in 

some areas seemed a little high, as did our 

They are 
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A 

Q 

A 

Q 

A 

Q 

non-recurring charges. And being responsive 

to that audit and, again, bringing some 

value, we were willing to accept lower rates 

to try to get this plan approved. And, so, 

we have offered a set of lower rates in the 

interim which we thought would benefit the 

CLECs until the Commission can go through the 

cost docket this year. 

And do I remember from the informal 

conference that you thought when they went 

through the cost docket they may even be 

lower, or am I dreaming? 

I wouldn't venture a guess as to what the 

Commission might do after everybody puts on 

their proof. 

Do you think the CLEC should pay something 

toward non-recurring UNE costs then? 

Certainly. 

You know, as I'm saying, and, once again, 

this might be a lack of understanding-- 

Let it be noted I did answer yes to that 

question. 

I know and I'm so proud. By lowering access 

and getting rid of the NTSRR, does that mean 
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Q 

A 

Q 

the IXCs aren’t paying--are paying less and 

less towards being able to use your network 

Well, the price they would pay would be less, 

but I think that it is a matter of getting 

non-traffic sensitive costs off of the access 

charge and put on the loop side, the end 

user. 

reasons why that should happen. I have to 

tell you that there are competitive 

alternatives, it is in our best interest also 

to get those rates down so that we can keep 

our network attractive and keep as much 

traffic as we can on our network. So, we 

would like a level playing field with our 

competitors. 

and getting subsidies out of those rates, 

getting rid of this non-traffic sensitive 

cost out of those rates is important. 

You said to get the most traffic out of your 

network, then how are they paying to use your 

network? 

They will still pay access charges to use the 

network. 

I pretty much thought the goal was to get it 

The FCC in its Order lays out lots of 

And getting access charges down 
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down to virtually nothing? 

A Well, the non-traffic sensitive el ment, 

which is clearly a subsidy element, I mean, 

it is defined that way as a subsidy element, 

that would be taken to zero. But they would 

still pay an appropriate rate for access 

services. And the other issue is to avoid 

arbitrage in this marketplace. We need to 

continue to move access charges toward 

interconnect rates so that someone is 

competitively neutral in that decision. We 

don’t want interexchange carriers buying 

services from a CLEC paying--and getting the 

opportunity to arbitrage interconnect rates 

because there is a big difference between 

that and access charges. And, so, in this 

area of access charges we are seeing the same 

thing. I think it is a very important point 

in this case, the FCC pricing policies, 

whether it is on access charges, whether it 

is on UNE rates, they form kind of the 

gravity, economic gravity in this market. 

That is the protection in this market and 

that is where prices, that is kind of the 
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gravity where everything is going to go to. 

So, you know, that is--we think that .0055 Ls 

the appropriate access charge, the right 

market rate to pay. 

As we have seen in the last year the U S F  

charges have decreased and I realize they are 

going to go up again because of this CALLS 

proposal but it has nothing to do with the 

inputs, just that they are increasing the 

pot. By raising the residential rates in 

lieu of U S F ,  aren't you changing something 

permanent that could possibly be flexible? 

Q 

A Well, our proposal doesn't even come close tl 

getting it up to the level. In fact, if you 

just look at the last run of the synthesis 

model and if it does generate between a 90 

and 100 million dollar fund, BellSouth would 

net out of that fund around $32 million. Our 

proposal rebalances rates over a two year 

period of 24 million and, so ,  there is still 

8 million left in the rate structure that we 

are willing to risk out there in the 

marketplace as part of this trade off. 

you know, there is still a lot of room. So, 

So, 
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even if the Commission at some point in the 

future decided, well, you know, the USF 

should have come down, we would still be 

under the level. 

on the table in this USF situation. 

But by doing it the way you propose that 

means none of your business customers are 

paying anything towards USF; isn't that true? 

We are leaving some money 

Q 

A No. Business customers also--if we get 

access charges down to the .005 level, we 

have taken care of the non-traffic sensitive 

piece there and there is still $ 8  million net 

difference between our proposal, and that 

means that businesses are paying eight 

million dollars somewhere in their rates 

toward USF. If you are just looking at the 

TELRIC forward-looking cost model, that is 

not to mention our embedded cost situation, 

you know, I think in all of this debate 

everyone has just decided that embedded cost 

don't play a factor and that is just 

something that is out there at risk in the 

marketplace, and that is kind of where it is 

coming out. But even in a forward looking 
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TELRIC model, we are leaving $ 8  million on 

the table in this proposal. 

Q As we established earlier, you haven't seen the 

FCC's transcend telephone service report that was 

issued in March of 2000 but at the beginning of 

its universal service section it reads, "High cost 

support enables areas with very high costs to 

recover some of these costs from the support 

mechanisms leaving less costs to be recovered 

through state rates. In this manner the high cost 

support mechanisms are intended to hold down local 

rates and, thereby, further one of the most 

important goals of federal and state regulations, 

the preservation of universal service telephone 

service." Do you believe this statement to be 

true? 

A Yes. And the CALLS proposal still has over 

$600,000,000 in high cost funds that is 

targeted in high cost areas. Clearly, you 

know, I--we are not going to begin to take 

care of the subsidy--some subsidy shifts 

somewhere that is supporting local rates. I 

mean, we don't get near cost with the 

proposal that we have got on the table. When 
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you deaverage UNEs and you look at what the 

cos of providing service to some of these 

rural wire centers versus the 11.17 plus the 

two 10% increases we are proposing, I mean, 

they won't even come close. S o ,  I think that 

there still needs to be subsidy support. The 

FCC has set it up where that subsidy support 

is portable. Our plan leaves a mechanism 

open where it can be portable, and there will 

continue to be subsidy on universal service 

still in the structures. 

Q It depends on what you read on whether this 

CALLS proposal is so wonderful or not. But 

one way--either way no matter what you read 

BellSouth will probably receive more money 

from the FCC under the USF fund money? 

A There is a $2.1 billion reduction that is 

part of this plan and, so, it is subject to 

check, but my feeling is that there is less 

money following the CALLS proposal coming to 

the companies than there was before. 

Q Even though they have increased it to 

$650,000,000 from, what, three hundred and 

something? 
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A I'm probably going to have to let Mr. Rausch talk 

with you about the actual flows before and after 

from the high cost support basis. 

mind that that high cost fund of $600,000,000 is a 

pittance. I mean, it is--it really doesn't--it is 

just a small portion of this whole plan. 

Do you consider telephone a luxury item now 

days or a necessity? 

I can't imagine anybody wanting to be without 

communications. 

individual. We know that there are some 

people--that there is probably three to four 

percent of people in our society that don't 

want a telephone. So for them it is not a 

necessity. 

communication services, three or four of them 

at any given time. 

But keeping in 

Q 

A 

I think that depends on the 

I can't imagine being without 

Q Okay. Here is the hard question. This is what it 

is all about. You have customers that don't 

qualify for Lifeline assistance, and because they 

can't afford it they don't make a lot of long 

distance calls, so most of these access charges 

aren't helping them any. 

charging minimum fees, I understand AT&T says its 

And some companies are 

- 47  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

2 

1 

3 

7 

3 

1 

1 

! 

i 

cost proposal is going to drop theirs, but I don't 

know if that requires everybody else to or not. 

They don't have a computer, they don't have 

vertical services, and from what I'm told from the 

people I talk to it is because they can't afford 

it. 

if their phone bill keeps going up that they are 

going to have to be a luxury item and no longer a 

necessity. You know, with the cost proposal this 

passing, from my understanding, the participants 

are now, so I'm going to drop the minimum fee, but 

the SLC is going up to the point that they are 

increasing Lifeline to help cover it. But it 

doesn't appear that it is going to be helping 

these POTS customers any. 

on what could be done to help these POTS? 

customers? 

I've also been told that they are afraid that 

Do you have any ideas 

A Well, today if you qualify for Lifeline, of 

course, you can get up to $10.50 and that 

will go up a little bit for those subscribers 

to take care of the $3.50 to the $4.35 

increase of the SLC. As you have pointed 

out, the PICC charges and the minimum usage 

charges that today flow through to those 
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customers are being offset and the amount of 

money that even your basis POTS customer will 

save will be less even though the SLC is 

going up, those other charges coming off, it 

is still a savings to those customers. 

Affordability is an interesting issue and we 

have done several studies of affordability. 

Probably the one that comes to mind is when 

Jim Sharpe was still on the Commission and we 

used the University of Kentucky Economics 

Department to help us do an affordability 

study and we found some very interesting 

things about affordability. 

that they couldn't afford telephone service 

yet they had cable TV, and would tell you 

that they were going to have to take their 

telephone out. I mean, affordability is a 

very relative term. 

that basis telephone service under a Lifeline 

plan where you can get $10.50 off and the 

rate we charge is--in rural Kentucky, for 

example, is around $ 1 3 .  And that has 

increased dramatically in the last couple of 

years, the telephone service has become more 

People would say 

I can't hardly believe 
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and more affordable. In fact, that has been 

backed up by the fact that penetration has 

increased. 

80s to the 90s in penetration of households. 

Also, from affordability standpoint, if you 

look at age, income, and education, it varies 

across that realm. An older person who makes 

a poverty level--the older population of 

poverty level has a much higher penetration 

of telephone service than do young mobile 

people at that same income level. So, 

affordability is a very relative term. I 

think telephone service is very affordable. 

Our plan doesn't change that equation. 

fact, our plan, if the Commission by law has 

to deal with USF, our plan is a better way 

and a more affordable way to deal with it 

than a line item on their bill, plus it 

creates a lot less customers being upset over 

a line item on their bill. And, s o ,  I think 

we have got a very interesting and unique way 

of dealing with it and it does not change the 

affordability equation. 

In Kentucky we have gone from mid 

In 
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MS. CHEUVRONT: 

1/11 start sending my comp- 

That's all I have. 

CHAIRMAN HELTON: 

Ms. Dougherty? 

MS. DOUGHERTY: 

Thank you. 

BY 

Q 
A 

Q 

A 

Q 
A 

B 

A 

Q 

CROSS EXAMINATION 

MS. DOUGHERTY: 

Good morning. 

Good morning. 

Under the current Price Regulation P1 

aints to you. 

n th re 

have been productivity adjustments; how often 

are those made? 

Once a year. 

The date is July 1, correct? 

We file them July 1, effective August 1. 

We have got another one coming up here 

shortly, right? 

Depends on when the Commission approves the 

plan. 

Okay. At those productivity adjustment 

times, since the plans inception, how much 
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Q 

A 

Q 
A 

Q 
A 

Q 
A 

Q 

money has been returned to the customers? If 

you don't know exactly you can give me some 

ball park. 

I'd really rather not guess, I think we've got the 

number here in the room, Amy, if Steve or Jim one 

--I think we can get that number for you here very 

quickly. 

Has money been returned, if I can use that 

phrase, at each adjustment period? 

Yes, it has. 

And who has benefited from those monies? 

All citizens. I mean, if you lower business 

rates, you lower access charges, the benefits 

of that flow to all of the citizens in 

Kentucky. I think I can give you that 

number, I just remembered where I had it. 

Thank you. 

The first one was 3,200,000, the second was 

6,400,000, the third was 6,400,000. 

Have there been four? 

I'm trying to look at this last one. I don't see 

the--I'm going to have to check on the last one, I 

don't know what it was. 

Would you accept, subject to check, that it 
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was over seven million? 

A Sure. 

Q And for this proposed change to your Price 

Regulation Plan you are suggesting that instead 

these adjustment periods, or adjustment monies, 

that the Commission instead allow you to deploy 

advanced services; is that accurate? 

I think there is a number of quid pro quos. 

Let me go back just a minute, Amy, just let 

me correct something. I see now the line, 

the non-competitive basket, I guess, where 

this productivity formula was operating, the 

first one was 3,078,000, 4,669,000, 5,539,000 

and the last one was 7,847,000. So, those 

are the four. And those have been based on 

the low inflation rates that we have 

experienced over the last three or four 

years. 

up, the opportunity for those kinds of levels 

to come down is pretty high. And I think 

whether or not we would sustain 1.8 rate of 

inflation like we have had, I think is 

questionable. But besides just the capital 

commitment for the infrastructure deployment 

A 

If you consider inflation is going 

of 
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there is lots of expenses that go with that, 

like, we don't know yet what kind of 

marketing expense we are going to have to go 

through, what kind of partnerships we are 

going to have to do, and to incent those 

partnerships with ISPs to sell RADSL product 

out there, I think it is clear we are 

probably going to have to come to this 

Commission and ask them to go to the FCC with 

us to do some kind of trial and how we can 

enhance and get ISPs to work with us out 

there to sell this ADSL service. So, you 

have got that situation, we have got the 

economic development tariff in this package 

which brings some value with it. We have got 

to lower UNE package, which a l s o  represents a 

rate reduction over the present status quo. 

You know, I think there is a number of value 

creation opportunities in this package other 

than just the infrastructure deployment. 

Clearly, that is the biggest one. 

Q Over the last four years there has 

essentially been approximately $19 million 

returned to your customers through this 
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A 

B 

A 

Q 
A 

Q 
A 

Q 

A 

productivity adjustment; is that accurate? 

Yes. 

Of this 19, how much has been in access 

reductions, just generally, do you know? 

No, I don't have that, but, again, I think we 

can probably get that for you, today. 

A sizable portion, though, correct? 

Yes, it has, because we've asked the 

Commission to deviate from the plan rules in 

order to do a cross-basket pricing and to 

target access charges. 

And what other reductions have been made 

There have been some, certainly, some business 

reductions in the 1FB rates, we dropping hunting 

rates, also, would be some other examples. 

Okay, thank you. You mentioned under the 

Attorney General's cross that you were 

committing over the next year, if the 

Commission adopts this plan, to $4 million 

deployment of advanced services? 

Yes, that would be $4 million in the next six 

months. 

another seven million and the following year 

another four or five million. So, to reach 

The following year we would spend 
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those 31 offices in the next 30 months, we 

will spend capital expenditures of around 15 

to 16 million or incremental dollars. 

Q Does this 19 million that has been returned 

over the current plan, in your opinion, 

compare favorably to the 15 to 16 million you 

are proposing for the coming years? 

A Well, I think it would compare favorably to 

the potential of what would happen in the 

future. The 15 million, as I say, the most 

recent calculations are carrying charges 

around 25%. So, the 15 to 16 million creates 

around $ 4  million a year in carrying charges, 

just on the capital expenditure alone. And, 

s o ,  over the same four year period you would 

be looking at something--some $16 million 

would have been returned. So, it would be 

$ 3  million short from, I guess, we came up 19 

million, yeah, we would have been $3 million short 

if you want to do a dollar for dollar kind of 

analysis here. So, it would have been a tad short 

under that kind of analysis. But that would--you 

would be ignoring the other value opportunities 

that we have got in this plan. We are not saying 
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that our deployment is the only quid pro quo for 

this situation. We think there is other value 

opportunities in this plan and I think it opens up 

a potential that we could perhaps do more 

deployment. 

with this Commission, down the road, and look at 

how the business plans have worked and look at the 

deployment and see how we are doing and see 

whether there is other opportunities. I think one 

of the beauties of this plan is that we work with 

you all every day, day in and day out, and if at 

any time this plan is not producing what you think 

is a fair and equitable production, given this--I 

mean, we can always be back in this hearing room. 

And so, you know, it is not like--to me it is not 

like we come in and we do the deal and we walk out 

and go away and you don't see us for three years, 

and que serti, serd, you know. We are here, we 

work with you every day. 

producing exactly what we say it is going to 

produce, then we know that this is the ultimate 

We would be more than willing to meet 

If this plan is not 

place that we have to face. 

Q So, is it your testimony that the access 

charges, the access rates are basically where 

- 57 - 



2 
'4 
0 

(0 N 

x 
4 
2 

0 m 

I 
ra 
U 
W 
n 
a n 
II) 

U W 

k 
2 
W 
U 

a 

4 

E! 
6 
a 

W 
II) 

0 

I 

t2 

1 

5 

6 

7 

8 

9 

.o  

.1 

.2 

.3 

.4  

.5  

.6 

7 

8 

9 

0 

1 

2 

3 

4 

they need to be for the foreseeable future if 

this plan is adopted? 

A It looks, you know, when you look at the 

CALLS proposal it looks like the industry and 

everyone is agreeing that .0055 looks to be a 

good end gain for about five years and kind 

of see what the market is doing after that. 

Q Is that rate that you mentioned of .0055 based on 

some agreed target or where does that come from? 

Why is that the number? 

A Well, you know, I think it is a product of 

some gives and takes and looking at what all 

the industry felt was an appropriate 

combination of elements in access charges as 

getting to be toward cost based. I don't 

think AT&T and WorldCom would agree that it 

is cost based, that maybe there is still some 

more to go. On the other hand, I think we 

would say it has got to have some market 

value in it and I think it has been a product 

of negotiation over several years to arrive 

at that level. 

Q Do you know what the current access rate is 

of that equivalent charge? 
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A 

Q 
A 

Q 
A 

Q 

A 

Q 

A 

Q 
A 

Yes. it seems to me that it is-- 

Would you accept .008? 

No. With the NTSRRR in there it is much 

higher than that. If we eliminate NTSRRR it 

is .008, it takes about $14.5 million to do 

that, to get the-- 

To eliminate the NTS? 

Yes. And then you would be at a .008 rate 

level. 

How much more does it take to reduce it to 

.0055 as you proposed? 

Around $2.5 million more. So, you are around 

$16 to $17 million it takes to get rid of--to 

get down to the .0055 level. 

Back to the broadband deployment proposal a 

little bit. You have stated that you will 

deploy in 31 counties and covering 75% of the 

customers. Is that 75% of your--BellSouth 

customers in this state-- 

Yes. 

--or 75% of-- 

Yes, we will serve wire centers, we will have 

broadband capability in wire centers that 

serve 75% of our customers. 
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Q Your customers? 

A Yes. 

Q You state at page five of your testimony that 

infrastructure commitment proposal places 

broadband capabilities in the markets that 

would not normally support the deployment of 

these services? 

A Correct. 

Q If the market won't support those services, 

why should they be deployed there? 

A I hope it is a chicken and an egg situation. 

I don't think anybody knows what the rural 

market is going to produce. You know, we 

think in our--if we do this right with 

Economic Development folks and deploy these 

places where they are trying to entice 

businesses to come and that kind of effort, 

and that, for example, the KCTCS, there was 

just a recent article in Business First where 

KCTCS has joined with SISCO, there will be a 

press conference tomorrow, as a matter of 

fact, to do technology training in sites all 

across the state, all of which we have got 

covered with this deployment. The students 
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that will be attending and going through 

that--1 think there is going to be things 

that create the demand and as long as we 

figure out how to tap that demand, again, 

ours is a wholesale product, we are going to 

have to find ISPs and create an attractive 

package that will entice ISPs and create a 

business plan for them that they will join 

and partner with us in selling this product 

out there. I think that--you know, I think 

quite frankly it is a gamble. Why at any 

given time did somebody think we needed to do 

rural electrification of the country. 

Clearly, it wouldn't have supported private 

investment at the time but, I mean, look what 

it produced. And so,  I think that is what 

everybody foresees for broadband deployment 

is--it 'is being deployed in places like North 

Carolina and Georgia because of various 

incentive packages or what have you. 

Kentucky is going to be able to maintain its 

If 

capability to draw businesses, create the 

educational opportunities, we are going to 

have to keep pace. You know, I don't know 
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what the outcome will be. 

very high risks. And the 

I think it has got 

ey is that you are 

not going to see COVAD or Blue Star or 

anybody else going there. 

municipals that for--that for the lack of 

anybody else coming under a kind of 

cooperative kind of effort will try to do it. 

I don't know if they will be able to keep up 

with the technology and the kind of expertise 

that it is going to keep to keep that kind of 

network together. But if BellSouth doesn't 

do it who is going to do it? 

There may be some 

Q Is BellSouth able to do it because other 

customers outside of that given area are 

supporting the project? I mean, is that a 

form of subsidy? 

I don't think I could argue with you on that. 

Clearly, if we are saying let's capture some 

of this productivity effect and channel it 

toward a broadband deployment and see what 

that does for the economic development 

opportunities f o r  the citizens of Kentucky, 

then that is productivity sharing that maybe 

could have gone in a different direction in 

A 
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terms of 

think th 

lowering some business 

t to me one of the obj 

rates. And I 

ctives of 

this Commission is to be pro-competitive. 

You continue to cut the margins out of 

business rates and cut the margins--there are 

no margins in residence rates but even lower 

them even more. I mean, it is not a pro- 

competitive situation. And so, you know, 

what is a better way to capture that 

productivity sharing? But I couldn't argue 

with you that it is a form of subsidy. 

Q So, the markets that you refer to that I 

quoted was the private capital market 

wouldn't support investment in that kind of 

region for that use but you are hoping that 

the Commission's order to do so will be 

enough of an incentive and you can use your 

broad customer base to support that in 

conjunction with some public partnerships; is 

that accurate? 

A I think it is. I think it is going to take a 

lot of work on all of our parts to make this 

work for Kentucky and, you know, I--1 don't 

know that we have a choice. I mean, if you 
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talk to Aldona Valicenti and that group of 

folks, they would tell you we don't have a 

choice. 

Q Your current plan, I'm sorry, your proposed 

plan, does not contain a lot of specifics 

about the broadband deployment, but you just 

testified here today about the four million 

for first year, seven, five and four million 

for the next years. Is this an actual 

commitment that you are making to the 

Commission in that these investments will be 

shown to the Commission each year at these 

levels? 

A Certainly. Now, again, let's say in year 

three--what we are saying if we are going to 

deploy ADSL services in the counties that are 

left, it would take $5 million. But if I can 

find some partnership with SISCO and they are 

willing to put it out there for free through 

some partnership with us, I would come back 

and say to the Commission I don't intend to 

spend $5 million, I've found another way to 

do it. Now, at that point we might be able 

to engage in some discussions, well, you know 
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we feel like we'd like to see you do some 

productivity sharing here and we haven't 

gotten our fair share. We are open to those 

kinds of discussions. Do we maybe move 

beyond those 31 counties then and push that 

envelope in the market even a little further 

than that kind of opportunity. But I think 

part of the beauty of the Price Regulation 

Plan and this Transitional Regulation Plan is 

it incents us to do those kinds of things. 

My bet is that I will be coming to you in the 

year 2002 and showing you we are spending the 

five million. 

B Is it accurate that BellSouth is deploying 

now these advanced services where markets 

will support them? 

Certainly where we think the markets will 

support them, we think there is an 

opportunity in the business case where you 

have got the density. You know, I think Sony 

deployed Beta because they thought they had 

the markets that would support it too. 

Whether ADSL wins out over cable modems, 

whether it is an MMDS application, whether it 

A 
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is a satellite or wireless application 

supplants ADSL on the market. Interesting1 

enough ADSL has kind of found a new life for 

ISDN because of some relationships there and 

how it is networked and provided. So, I 

mean, it is hard to say. 

Do you know how much BellSouth is currently 

spending in Kentucky for capital deployment 

of advanced services? 

Let me spend a minute here. 

that the--that this year we will spend around 

2.7 million in our base plan, not including 

the four million we are committing over and 

above for the first 10 or so DSLAMS we put in 

this year. We plan to spend one million next 

year in the Louisville market, and in year 

three it looks like we plan on spending about 

nine million. 

Q 

A I want to say 

Q So, the money that you quoted to me earlier 

are all in excess of that; correct? 

A Yes. So, our total deployment ends up being 

something in the range of 27 million of which 

15 of it will be outside of Louisville. 

Q Okay. On page 11 of your testimony, line 24, you 
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mentioned that the objective of this approach is 

to improve the technology and economic developmen, 

position of the state. As opposed to punitive and 

arbitrary rate reductions associated with the 

current productivity offset, do you think that the 

Commission has penalized BellSouth because these 

rate reductions have been done in accordance with 

the current plan? 

A I do have a change in my testimony that I'd 

like to make. I think to continue it on a 

going forward basis it does take on kind of 

a, we think you are earning too well, we just 

want the money, and they are--if you carry 

the present plan to its ultimate, let's just 

take the Louisville market, I think an 

argument could be made that everything in the 

Louisville market, except perhaps the lFR, is 

competitive now. With UNE platform, the 

capabilities of our competitors, and, so, you 

eventually in the next--over the next two 

years in the Louisville market everything 

moves out of basket one. You are left with 

the productivity factor acting on 1FR rates, 

saying we are going to continue lowering 1FR 
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rates. This seems to be arbitrary and 

doesn't make a lot of sense in this 

marketplace, and it doesn't match a pro 

competitive stance. And so, no, I wouldn't 

say there have been punitive in the past, but 

on a going-forward basis I think they take on 

that aspect. 

Q You referenced that to continue with the 

current productivity offset would be saying 

you are earning too much and we need the 

money back. How is it--is your proposal for 

this advanced deployment in areas where, 

arguably, a private capital market would not 

support it are not the same thing, not saying 

you are earning enough that we want you to 

make some policy choices with this money? 

A I think it creates opportunity. Whether we 

can capitalize on that opportunity or not 

remains to be seen and it seems to be the 

right public policy objective. I think it is 

important as a resident of Kentucky that we 

take a shot at getting broadband out there 

and seeing what we can do for--whether it is 

going to do for in the market. And it has 
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got risk associated with it. I see this as 

being a different nature than just doing rate 

reductions on competitive services and below 

cost services. 

But isn't what we are talking about really 

essentially a rate design issue, to use the 

term from years gone by, we are both looking 

at the industry years gone by and used to do 

rate cases, you would figure out your revenue 

requirement and then when you had excess 

monies you'd figure out a rate design for how 

you were going to lower your rates. I mean, 

aren't we talking really about the same 

thing, it is just a policy decision about 

whether they come from access and business 

lines in the past or advanced service 

deployment in the future? 

Q 

A You know, I think--I'm going to say yes, and 

the FCC has clearly laid out that a 

productivity factor, or what they are now 

calling a transitional element, is a rate 

design rate of return, you know, kind of 

issue. We are going to drive prices down 

using this element until they get to a 
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certain level and then the element goes away. 

So, you know? I guess to a certain degree to 

continue with a transitional element in our 

plan that drives prices down is a traditional 

rate of return kind of philosophy. 

us capture some of our--letting us channel 

some of our productivity gains in that effort 

into broadband deployment is a different 

policy direction, and that is why I think 

that is appropriate. 

Letting 

Q Do you think that there are still areas of 

your rates in which prices could be driven 

down? 

A Certainly. Yes, as I say, just on the basis 

of the synthesis cost model we are leaving 

$8 million in our--probably in our business 

rate someplace. 

in the market as part of our--again, 

know, we are talking about what is the quid 

pro quo here if you want to get down to a 

dollar for dollar kind of mechanism. 

clearly, that is a big risk, us leaving eight 

million dollars out there in the rates that 

if customers come in and use the UNE platform 

We are willing to risk that 

you 

But, 

- 7 0  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

5 

6 

7 

a 
9 

0 

1 

2 

3 

a 

at UNE rates, TELRIC rates, and our business 

rates, hunting, for example, or Touch-Tone 

for business services are driving up the 

effect of price, then that is subject to 

loss. 

On page two of your testimony you state that 

the proposed Transition Plan is more pro 

competitive and provides pricing protection 

for those customers with limited 

alternatives. 

the proposed plan contains more pricing 

protection for customers with these limited 

alternatives than the current price plan 

does? 

Q 

Could you please explain how 

A Well, first of all, the USF is dealt with in 

a different manner. And so, their rates--we 

don't think their rates go up as much under 

our plan as they do if our plan is not put 

into effect and the Commission has to deal 

with USF. It is a gradual rebalance rather 

than a one time line item. 

calls for 10% annual increase opportunity, 

the plan that we are proposing here drops it 

to rate of inflation after this rebalance is 

The present plan 
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done. And, so, 

potential incre 

that is a much 

se for those ci 

the present plan would have in 

lower 

stomer than 

it. And as we 

talked about before, there might be other 

ways to cut that rebalance and what you do 

with rates there, but the principle is 

important. And, so, those are some ways I 

think that there is more price protection in 

the present--in the proposed Transition 

Regulation Plan than there is in the status 

quo. 

Q But in the current plan, residential rates 

are frozen until there is a universal service 

plan. So, I mean, with the frozen rates 

certainly that is more protection than what 

you've got on Transitional Plan, is it not? 

A Well, what that would say is this Commission 

never plans on complying with the 1996 Act in 

dealing with explicit and implicit subsidies 

and not going to do Universal service. I 

mean, I would agree with you, if this 

Commission says I'm not going to do universal 

service, I'm not pro competitive, I don't 

care if there is a line item on the bill and 
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A 

Q 

A 

I don't want broadband deployment, our plan 

doesn't bring anything to the table. If the 

Commission wants to accomplish those things, 

our plan gives you a way to do that. 

CHAIRMAN HELTON: 

Ms. Dougherty, we are going to take a 

break right now. 

MR. MERSHON: 

Thank you Madam Chairman. 

(OFF THE RECORD) 

CHAIRMAN HELTON: 

Ready Mr. Gerwing? 

Yes. 

CHAIRMAN HELTON: 

Ms. Dougherty. 

Thank you. 

point for having any residential rate 

increase under your current Price Cap Plan 

has not occurred? 

I think a case could be made that when the 

Commission implemented a Lifeline Plan that 

that was the trigger point. You know, it is 

not clear when you go back and read the 

initial orders and the Commission was talking 

Do you agree that the trigger 
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about universal service protection, when we 

implement universal service, and at that time 

universal service consisted of a Lifeline. 

It was really kind of the concept. And, so, 

I think a case could be made. Now, we have 

decided it is not worth pushing that 

question, but I wouldn't want to 

categorically say that the trigger has not 

occurred. It seems to me that it is very 

clear that when the Commission implements 

USF, deals with it, then that trigger 

certainly has occurred, but I don't want to 

categorically say it hasn't yet. 

Q Do you think that a case could also be made 

that there shouldn't be any residential rate 

increases until the high cost fund is 

implemented? 

I go back to are we going to delay, how long 

are we going to wait, when do you start the 

transition? 

it needs to be handled. 

this thing on a transition basis? 

we have put one plan on the table. 

has proposed perhaps some changes to that 

A 

The longer you wait the quicker 

Why not step into 

You know, 

Vantage 
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Q 

A 

Q 

plan, you know, if you do the rebalance over 

two years, you do it over three years, do you 

do 10% this year and 5 and 5, you know? I 

think there is a number of ways you can cut 

this thing, but it strikes me that a gradual 

rebalance to something that we have got to 

face, inevitably, is the best approach. And 

the company is willing to risk some things to 

incent the process to get on with let's take 

a shot at it to try to move the thing along. 

So, you know, we certainly prefer action over 

delay. 

You would agree with me in Case 97-074, you 

last proposed a residential rate increase to 

the Commission, they rejected that increase 

at that time; correct? 

Yes, and my understanding was based on that there 

wasn't clear understanding of what the cost nature 

was and that there was some feeling we needed to 

wait until some cost work was completed. 

If that is the case, has the cost work been 

completed now so that you think the 

Commission should feel confident in moving 

forward with a residential rate increase at 
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this time? 

A It seems cl r to me that the Commission has 

decided on a cost model. And when you 

utilize that cost model to look at the nature 

of cost in the residential market that there 

is a clear picture today that rates--that 1FR 

rates are below cost. And that, to get rid 

of subsidy, some kind of rebalance or USF 

line item has to be dealt with. 

Q Let's talk about some cost issues. On page four 

of your testimony you have descried the two new 

objectives of the Transition Plan. 

A Yes. 

Q Number six is to permit BellSouth Kentucky 

retail rates to move toward incremental cost 

or market price. 

incremental cost for all of your tariff 

services? 

Have you determined the 

A No, we have not. 

Q Given that, how can the Commission be assured of 

accomplishing this goal? 

A I don't know that the Commission will ever be 

assured that it has ultimately accomplished this 

goal. I think it is always going to be a moving 
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target. 

Seems to me even on a TELRIC synthesis cost model 

forward-looking methodology, yes, they are. Does 

the rebalance that we are proposing get them 

anywhere close to the--what is going on in those 

cost dockets and looking at this model, no, it 

doesn't. And s o ,  I don't--you know, I think the 

auditors looked at the five objectives and said 

there is two more things that ought to happen to 

complete what the process is. 

Commission ought to start a gradual rebalance, 

minimal rebalance, and certainly that is what this 

is. Will we ever fully accomplish item number 

six, I don't think so. And you all, as you said, 

you all have done this for a long time now, too, 

and to go through and try to do incremental cost 

studies on everyone of our products, it is, you 

know, it is kind of like the brass ring here. 

What do you mean by market price, how is that 

going to be determined by you? How should it 

be determined? 

Are residential rates today below cost? 

One of those is the 

Q 

A Again, I think market price would be a moving 

target. It is just something that you weigh 

decisions against. It is an objective that 
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you weigh your decisions against. And you 

look out and you say, okay, what generally 

are competitors charging out there and I 

think you get a feel for a market price. As 

competition comes on and, you know, the one 

that comes immediately to mind, it is 

probably the most pressing on us, our primary 

rate interface services that we sell to ISPs. 

Our competitor seem to be selling that for 

around anywhere from two to four hundred 

dollars. 

$1100. It seems the market price, and in 

determining that market price with PRI gets 

into the reciprocal compensation issue. 

market price is someplace in there. You 

know, I think that is just one product. I 

think market price is a moving target, 

something that you always have to weigh on 

each individual case by case decision, how 

close are we. It strikes me that what forms 

market price for 1FR services is kind of 

determined by the UNE pricing philosophies 

and how that comes out. If a competitor can 

come in--a competitor is going to come into 

Our price typically is a $1,000 or 

That 
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rural Kentucky and they are going to weigh 

what is the deaverage UNE platform versus 

what is resale--rate minus resale discount 

and they are going to choose. 

will go out in the market based on the choice 

of one of those, put some kind of margin or 

markup on it that they want to be in the 

business for, and that will form the market 

price for 1FR service in that category. 

again, I think it is on a case by case basis. 

It is an objective, it is something out there 

to weigh your decisions against. 

I'd like to talk about cost studies with you 

for a moment. In the response to the 

Attorney General's question number 7 you 

stated that there had not been any recent 

cost-of-service studies done. But then you 

relied upon the results of the BCPM model 

filed in Administrative 360 and said that 

that was the statewide average of $39.48; is 

that accurate? 

And then they 

So, 

Q 

A Yes, it is. 

Q Is the average cost per line in the BCPM 

comparable to the basic rates as suggested or 

- 79 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

t o  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1  

22 

23 

2 4  

must additional revenues be included to have 

comp rability? 

A I mean, you know, this is the age old 

argument of how we set up the USF fund. Now, 

we maintain that universal service supports 

basic services and you ought to look at the 

revenues associated with basic services and 

weigh that against the cost. 

vertical services and the other factors ought 

not play a role in determining what kind of 

support you need to support basic services. 

There are others that disagree with that and 

say that providing basic service brings the 

market opportunities to sell these other 

services with them. So, you know, our 

answer--BellSouth's answer to that is that 

you should only consider the revenues for 

basic services, when comparing it against 

basic service costs to determine what support 

level is there. 

And that 

Q In the May 1998 Order in Admin 360, did the 

Commission adopt the BCPM? 

It strikes me that you adopted the synthesis 

cost model but I'm not sure about that. Mr. 

A 
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Q 

A 

Q 

A 

Q 

Rausch, I think, can answer those kind of 

details about the cost models. 

Has the FCC continued to examine the 

appropriate cost model for a national USF? 

It strikes me that they are still looking at 

various kinds of inputs and that kind of 

thing and did not make that kind of final 

determination. It just goes on and on and 

on. 

You would agree with me that this Commission 

adopted the HA1 version, 5.O(A), for USF 

determinations; correct? 

At that point, but, again, I'd let Mr. Rausch 

speak to the cost models. It strikes me that 

you have also asked for input about the 

synthesis model, but I'm not certain about 

that. 

If you want Mr. Rausch to answer this question 

that's fine, too. The latest of FCC models that 

were adopted, do these support your observations 

that rural rates are still below costs? 

Yes. 

You have mentioned the Commission's cost 

docket that is pending, Administrative 382. 
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Why wouldn’t it be better for the cost to be 

determined and examined in that docket prior 

to the changes that you have proposed here 

today? 

A You know, again, how long does the search go 

on for the ultimate answer. I think we know 

enough today to know the timing of renewal of 

the plan, we filed the plan back in December 

that was filed following a six month audit 

ordered by this Commission. It embodies the 

record from that audit, the recommendations 

from that audit, it embodies and is 

reinforced by the recent FCC CALLS decision, 

it moves ahead with reducing access charges, 

it moves ahead rapidly with deployment of 

broadband capabilities. We know that 1FR 

rates are below cost to a greater extent than 

we are even off--that we are even making up 

with this. I see no reason why to wait. If 

broadband deployment is important, if 

reducing access charges is important, if 

getting our--keeping our pricing on a pro 

competitive basis is important, then we ought 

to go ahead and move ahead. Status quo and 
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A 

Q 
A 

Q 

delay just puts off the benefits. I mean, 

that--and that is what the FCC said in the 

CALLS proposal. You know, everybody--you go 

--these same people brought up--folks brought 

up these series of questions and the FCC kept 

knocking them down saying we are delaying the 

benefits of some of this--of these proposals, 

we are delaying the benefits and why do that, 

and, so ,  let's get on with it. That was 

their opinion and I think that's where we 

are. 

Let's talk a little bit more about your 

capital investment. How much capital 

investment has been deployed in Kentucky 

annually for the last three years; do you 

have that figure? 

No, I don't. I can tell you it has been 

between $140 and $160 million. 

What types of investments have been deployed? 

It ranges all the way from POTS, basic line, 

outside plant, fiber, circuit, switch, data, 

it is all levels of telecommunications 

services. 

What is your current capital budget? 
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A For the year 20001 

Q Yes. 

A It is probably going to be in the--the budget 

itself is probably in the $130 million range. 

But I think given the last forecast I saw 

where access lines are down from last year 

but they are running ahead of forecast, and, 

s o ,  we will probably over spend that budget 

some. 

Q How much of this $130 million deployment 

accounts were broadband? 

A It is what I mentioned before. 

:Q The 2.7 million 

A Let me confirm for you. Yes, for the year 

2000 2.7 million. And we will be adding, as 

I said, we will be adding 3.8 mil ion to that 

in this last six months if the Commission 

approves the order, approves the plan. 

You talk about the general assembly and some Q 
of the work done there, was there a bill 

proposed to expand local EAS, extended area 

service? 

A It seemed to me we faced several efforts in 

the legislature this year to deal with that 
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Q 

A 

Q 

A 

yes. 

Are there other states that BellSouth has 

been required to provide county-wide or 

similar calling scope type plans? 

Yes, we have county-wide service in Tennessee 

and Georgia. 

What would you think of the idea of investing 

substantial level of capital to achieve county- 

wide calling in Kentucky? 

Well, first of all, we do have even broader 

than county-wide calling in Kentucky. 

area calling service plans target communities 

of interest, very often that is a county-wide 

kind of situation, sometimes it is not. I 

think the beauty of our plan is that we look 

at communities and we target community of 

interest, those are the kind of plans we put 

in. So, we do have a county-wide service. 

To go to a flat rated EAS and spend capital 

to do that is a much bigger waste and brings 

no value to the consumers. 

might, I mean, if you listen to a legislator 

and at least on the surface they think it 

brings a lot of value, but it wouldn't--I 

Our 

They think it 
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don't think--I think it brings even less 

value than the potential of our broadband 

deployment, that would be a total waste of 

infrastructure. I think would we be willing 

to sit down and talk about, you know, if 

customers have particular needs to call a 

county seat and is there a way to do that, 

through a rate structure kind of approach as 

opposed to doing capital investment, making a 

plan available for customers on an optional 

basis as opposed to flat rate mandate across 

all customers, we are certainly willing to 

sit down and talk about those kind of plans. 

YOU know, if our customers are demanding 

those kind of services, we want to figure out 

how to address them. For the most part over 

the years we have been able to do that 

through our area calling service efforts. 

And, you know, if we need to focus those a 

little more, at little different price 

levels, we are willing to talk about that. 

But to just--to put capital out there to deal 

with county-wide plans and the level of 

expense that would take would be--1 think 
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would be a huge mistake. 

Q Okay. 

A You know, some of the county-wide issue has 

been precipitated because of LATA boundary 

problems. Hopefully, we are within 18 months 

where the LATA boundary problem goes away. 

And so,  there are solutions, there are rate 

solutions and market solutions on the horizon 

that would say to spend money on 

infrastructure deployment for that purpose 

would be a real waste. 

Q The 18 months you referenced, is that 

BellSouth's projection for meeting the 

standards of Section 271 in Kentucky? 

A That would be a real outside date. In talking 

with legislators I don't try to be too optimistic. 

You know, the present schedule is that the Florida 

test would be finished by November, that the cost 

docket would be wrapped up this year and, 

hopefully, we would be back talking with this 

Commission in 96-608 the first quarter of next 

year and would get a decision sometime later. 

I mean, it could be as early as 12 months, but I 

don't want to mislead a legislator as we are 

So, 

- a7 - 



i 

a 
2 
9 

8 0 

8 

m 

(D N 

W 

0 
2 
U 

8 

10 there any? 

11 A On the discussions we are having about 

12 county-wide voice? 

13 Q No, just on the Transition Plan? 

14 A 

15 would allow us to do data services across 

16 LATA boundaries without--before we--outside 

17 

No. You know, it--the interLATA data relief 

of the 271 issue and that really doesn't have 
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20 broadband services. It does enhance your 

21 broadband capability because you can be a 

22 full service provider to your largest 

23 customers that require interLATA data 

24 capability. But it really doesn't have much 

anything to do with what you are doing down 

at the wire center level of deploying 

- a8 - 

trying to talk to them in terms of what the 

potential solutions are. So, I've been using an 

18 month period as an outside date for when we 

could put some kind of plan on the table to deal 

with some of the LATA wide--LATA situations in 

counties. 

There is some federal legislation pending so 

called the Data LATA Bill. What about the 

effects of that on your proposal here; are 

there any? 

On the discussions we are having about 

county-wide voice? 

Q 

A 

Q No, just on the Transition Plan? 

A No. You know, it--the interLATA data relief 

would allow us to do data services across 

LATA boundaries without--before we--outside 

of the 271 issue and that really doesn't have 

anything to do with what you are doing down 

at the wire center level of deploying 

broadband services. It does enhance your 

broadband capability because you can be a 

full service provider to your largest 

customers that require interLATA data 

capability. But it really doesn't have much 

- a8 - 
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to do with changing the business case on 

deploying f broadband in rural environment. 

Q And if that federal legislation is enacted, 

would BellSouth still pursue 271-type 

checklist? 

A Oh, absolutely. I mean, we, to be a full 

service provider, we have to be able to carry 

the interLATA voice. I don’t know that it 

brings--it certainly doesn’t bring the value 

to the table that the interLATA data market 

does, but you need to be able to offer the 

full package. And, you know, we fully intend 

to continue with our 271 efforts to open our 

local markets. That is a separate issue. We 

are committed to opening our local markets 

and we think we have done a good job in doing 

that. 

Q And would the enactment of that federal 

legislation affect the time frame in which 

you would seek to meet the 271 checklist in 

Kentucky? 

A No. We are on track to do that based on the 

time schedule that I told you, and if that 

bill were to pass tomorrow we would stay on 
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the same track and, hopefully, accelerate it. 

Q Let's talk a little bit about the last 

general assembly's enactment of a sales tax 

on access charges. Effective June 1, 2000, 

ILECs in the state were required to begin 

assessing a 6 %  tax on services rendered 

reflecting in Accounts 5082, 5083, and 5084. 

A Uh-huh. 

Q Do you assume these additional costs will be 

absorbed or passed on to the ultimate 

consumer? 

I have to assume that they will be passed on 

to the ultimate consumer. Now, keep in mind, 

you know, what is happening here is that 

while--well, and part of this is January of 

2001 access charges begin on the interstate 

SLC. You know, in that that they are 

offsetting the SLC--in that they are 

offsetting reductions from the PICC and in 

that access charges are moving from the non- 

traffic sensitive and switched elements over 

to the SLC elements, some of this would be a 

wash to the customer, but any increased cost 

are ultimately going to be passed on to the 

Do you have any knowledge of that? 

A 
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consumer. 
Q Let's talk about mirroring access charges for 

a moment. We have had lots of discussions 

over the last four years about how this 

should be done and referenced those in some 

previous Commission Orders. Does BellSouth 

have any suggestions about how we might 

better approach this issue in the future? 

A Well, it is certainly one thing is clearly 

changing with our proposal, reducing--taking 

the NCSR element to zero and, basically, 

doing away with it. 

there is reductions that at the interstate 

level shift over to the SLC or SLC is shifted 

to the PICC or other non-traffic sensitive 

elements, we shifted those to the NTSRRR 

fund. In the future if--what we would 

propose is to continue mirroring in the 

access basket. That's the reason that our 

categories or baskets that we set up, we kept 

an access basket, so it is clear we continue 

mirroring interstate charges. And on a going 

forward basis if the .0055 is reduced and the 

FCC increases the SLC to make up for the 

Today when we mirror and 
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reduction of the .0055, where in the 

intrastate arena we would have shifted that 

to an NTSRRR element, that element would be 

gone. And, so, that is just another further 

give up, I guess you might say, or change in 

the way the access charges are calculated 

today. So, I think mirroring has worked 

pretty well and easy for us. I mean, it has 

been administratively easy and we would 

propose that we continue the mirroring 

concept. 

With the elimination as you propose it of NTS 

where is it--is it BellSouth's proposal, 

then, that the--any amounts of money that are 

not mirrored by current charges just be 

absorbed by BellSouth or where will they be 

reflected? 

You know, our commitment in this settlement 

is that we would not grow the NTSRRR in the 

same manner that we have grown it in the 

past. So, yes, there would be some 

absorption beyond that .0055 level. That has 

been a bone of contention between us and 

interexchange carriers, obviously, because of 
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the rulings you all have had to make and the 

cases you had on it. 

to clear that up. We think this plan is that 

important, that is the reason we tried to get 

that in the settlement. 

We are willing to try 

Q If the Commission accepts the reduction of 

the access charges as you have proposed, what 

do you propose for toll rates for BellSouth? 

Would there be any effect? 

A Our toll rates are in our competitive basket. 

We try to--that means we can--we respond to 

the market. If we lower access charges and 

our competitors lower their toll rates, if we 

are going to be responsive to the market, we 

would have to lower ours. There is no 

relationship between our toll rates and 

access reductions that we give to 

interexchange carriers except for the effect 

out there in the marketplace. And we have 

done our toll reductions through packages, 

area calling service expansions, those kinds 

of things. 

Q Do you have any--scratch that. You talked at 

some length with the Attorney General about 
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A 

Q 

A 

Q 

earning and I'd like to carry on just a 

little bit more there. On page 13 of your 

testimony you state that under the PRP, the 

Price Regulation Plan, profitability was 

measured by a rate of--probably by return on 

equity and that is not a viable regulatory 

measure since the objectives of the plan were 

to promote innovative competitive 

opportunities while still providing quality 

service in non-competitive services. Does 

BellSouth derive a large portion of its 

revenues from non-competitive services where 

the market cannot set the rates? 

I'm sorry, Amy, did you say page 13, my 

testimony must be different pages or 

something, my page 13 is all about service 

objectives. 

I'm sorry I think I got something mixed up here. 

This is not your question. 

I'd be glad to take a shot at it if you'd 

like. It sounded like an interesting one. 

That's all right. You talked about your 

healthy earnings and you did so with the 

Attorney General. Do you foresee that as 
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continuing in the future? 

A Well, I guess the first thing I would quihle 

with you is over the use of the term healthy. 

You know, I don't think the financial markets 

think they are so healthy. They are not real 

enamored with our business plans right now. 

And so, I'd first quibble about that term. I 

guess, secondly, it strikes me that after 

price regulations, certainly under 

transitional regulations, have we earned 

better than we did before; yes, we have. But 

it strikes me that earnings ought not be a 

consideration in this kind of case. Having 

said that, I think if you look at our most 

recent quarterly report, we have probably 

shouldered and, you know--can we sustain the 

kind of growth we have had, clearly, we 

have--clearly, our--we have probably taken 

all the advantage we can of reduction of cost 

through employee head count. In fact, we 

have reversed that, now we are hiring 

employees. We have taken the advantage of 

getting our capital base down through 

accelerated depreciation. That is probably 
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leveling off. Items like additional lines, 

even our own .DSL product cannibalizes 

additional lines and so over this time period 

we have had tremendous growth in additional 

lines. That is slowing down. You know, 

there is just lots of indicators out there 

that say we have got our work cut out for us 

to maintain an earnings level that is 

attractive in the financial markets. You 

know, I would quibble over the term healthy 

and to me it strikes me that earnings--what 

does that have to do with what we are talking 

about, you know. You have incented us to do 

those kinds of things, that's the purpose of 

the plan, and we have done them. 

Q So, is it your testimony that the Commission 

should not consider your earnings in terms of 

deciding whether now would be an appropriate 

time for a residential rate increase? 

A You know, first of all, the residential rate 

increase is revenue--it is a revenue neutral 

item. It really--any of the--I'm going to go 

back to the question you didn't ask me a 

little bit here, most everything that we have 
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done 

comm 

in terms of improving our earnings level 

nsl rate with the market requirements has 

been done outside the non-competitive basket. 

It has been on other items and other ways we 

have managed our business. And so--and the 

residential rate increase is to deal with 

universal service. It is revenue neutral, it 

has nothing to do with increasing revenues to 

our company. And, yes, I don't think the 

Commission should take into account at all 

our performance under price regulations from 

a financial standpoint in determining whether 

this is the appropriate thing to do. I mean, 

underlying your question shouldn't we absorb 

USF? There is lots of reasons on why that 

shouldn't happen. That is a very non- 

competitive, anti-competitive issue. It is 

not portable. There are lots of reasons why 

we shouldn't just be required to absorb the 

subsidies that are out there in the rate 

structure. 

Q Are you suggesting, then, that if the 

Commission felt that your earnings were 

overly healthy, I know you won't like that 
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term, that there should be no action taken by 

the Commission regarding that matter? 

I really don't see how you deal with USF or 

broadband deployment or pro-competitive, I 

don't see how you deal with any of those 

things in the context of how we have 

performed financially. To me, there is a 

total disconnect there between those items. 

The Commission could decide today--it is just 

in the context of price regulation I don't 

make the connection. The Commission needs to 

move on USF broadband deployment, getting our 

pricing rebalanced in a pro-competitive 

manner regardless of what we have earned. 

We talked some already about your plan for 

substituting this rate increase for USF and 

that there would be no line item or no 

identified universal service high cost 

portion for your customers. 

affect the portability of the Universal 

Service Fund for other competitors that may 

compete against you? 

A 

Q 

How will that 

A Yeah. We have made the commitment that as 

competitors come into our market and meet the 

- 9 8  - 
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universal service criteria of the way they 

provide service and if they have the right to 

draw from Universal Service Funds, that we 

would pay our share of--into a fund that they 

could then draw from. And, so, a competitor 

could come in, serve customers in one of our 

high cost areas and get the same support 

level that we would have gotten for those 

customers, and BellSouth would pay in its 

share to support that competitor coming in. 

And s o ,  portability implies a competitor has 

access to the funds the same way BellSouth 

would and under our plan that continues. 

Q Let's talk about the basket service proposed 

in your Transition Plan. 

audit report there may not be a basis for 

redefining the existing three service 

categories. Why did you choose to change 

those now, to propose changing those now? 

We tried to come up with a plan that was-- 

that dealt with all of the complex issues. 

And I think for the last two years the 

majority of what this Commission has had to 

deal with BellSouth has been over wholesale 

According to the 

A 
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issues. And, so,  we just felt--and, also, if 

a productivity factor is no longer--there is 

no formula, that is the whole purpose of the 

categories of baskets under the present plan 

is to define how you are going to do price 

changes in those categories. The Transition 

Regulatory Plan moves away from that and, so,  

if there is no productivity formula working 

on a particular basket, then the basket 

really has no meaning. The present baskets 

have no meaning in terms of how this 

Commission regulates us by wholesale, retail 

and access. And, so, we just felt that that 

was a better line up to focus the debate on a 

going-forward basis and that we had a plan 

that was all inclusive. I would tell you 

that we came up with that after we sat down 

and looked at the audit, we thought about the 

four objectives that we think this Commission 

is interested in, looking at the objectives 

of the price regulation, we said this seems 

to be a better plan. So, we really never--it 

was after the audit that we--as we were 

putting this plan together that we came up 

- 1 0 0  - 
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Q 

A 

Q 
A 

Q 

with these categories. 

better way. Again, th 

We think it is 

re is lots of w 

a 

YS Y-u 
could cut this and if the Commission felt 

that there were too many changes it is 

something we could live with, as long as the 

principles that the auditors found and we 

think are important stay in place: 

Rebalance, get rid of the productivity 

factor, deal with USF. 

Let‘s talk about these baskets in more 

detail. You have three proposed; correct? 

Yes. 

You mentioned access. Are there additional 

changes or is that still basket number two under 

the current plan? 

It is the same basket as basket number two. 

With no other changes, with no changes? 

Right. 

this mirroring thing. We are still proposing 

that that basket would operate in conjunction 

with what happens in the interstate market. 

Okay. So, the way that basket two services 

or the access basket is regulated under the 

Transition Plan, as you proposed, is 

That way we don’t get confused on 
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identical with no changes to the way it is 

Cap Plan? regulated under the current Price 

A It mirrors interstate. 

Q What about the retail basket, how 

differ from the category one serv. 

does that 

ces now? 

A Well, we feel that the controlling factor on 

retail prices on a going-forward basis are 

basically the UNE pricing philosophies at the 

FCC. As I said, that kind of forms the 

gravity base for where prices can go. It is 

already operating in, say, like, the 

Louisville market where we, in our rebalance, 

we only proposed 85 cent increase in the 

Louisville market because when you sit--when 

you look at what we think where the UNE 

platform will come out, our pricing 

philosophies are to try to get our retail 

rates minus the resale discount equal to the 

UNE platform rates, so that a competitor is 

competitively neutral on how they approach 

us. So, we feel that the UNE rates are 

forming that control over that retail basket 

and that there is no productivity formula 

working on that basket any more. We pull 1FR 
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rates out and deal with them separately, 1FR 

and if the Commission wants on single line 

business rates, we would pull those out and 

deal with them separately. But the control 

on the retail market is--are the UNE rates 

that the FCC puts into--and this Commission 

puts into effect. 

Q You talked about the UNE pricing as the 

control, does that mean under your proposal 

that the Commission would set the UNE prices 

under Admin 382 and that would be the maximum 

on a per service basis for this? I'm not 

sure of the translation and I wanted you to 

explain it? 

A It forms the effective market cap. I mean, 

if we try to raise prices much above that 

platform, we just continue to increase 

margins and open more to competition. And, 

so, its reliance on--it is relying on the 

market to control the prices in that basket. 

For example, how can--we can't--if we go try 

to raise vertical service rates and they are 

included in the port charge there is only so 

much you can do with that before you open the 
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Q 
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Q 

A 

door to more competitors coming in and taking 

your business. So, they form a very 

effective control. And that is keeping in 

mind that we are pulling 1FR out to deal 

with--the 1FR and the single line business to 

deal with that on a separate basis. 

You have talked about wholesale basket, is 

that your industrial category? 

Yes, it is. 

And what is in the industrial category? 

It would be anything we sell on a wholesale 

basis. It is the UNE platforms, the 

unbundled network elements, those kinds of 

items. 

Looking at your proposed tariff and you have 

four items listed in there, Lifeline--I'm 

wondering why--well, you have Lifeline resale 

discount, UNEs that are not tariffed, and the 

USF fund. Why is Lifeline in your industrial 

category? 

Well, to us it is a category of price that 

lays out very specifically, as do the other 

prices, nothing changes until the Commission 

does cost studies and there is no pricing 
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rule outside of cost study support. And it 

kind of fits in that category better. 

Because it is not market driven, is that the 

reason? 

Primarily, yes. All the prices in the 

industrial category are subject to very 

specific Commission action. 

Is that why you don't have pricing rules 

associated with that basket in the proposed 

tariff? 

The pricing rules are the cost--the pricing 

rules are the action of the Commission, in 

effect. 

In your proposed tariff what did you mean by 

not--the UNEs that are not tariffed? I'm 

looking at--1 don't know if you have the 

proposed tariff in front of you but I'm 

looking at the 9th revision to page four. 

I think I do. And, so, you are just asking 

me that one line that says unbundled network 

elements that are not tariffed? 

Yes, what does that refer to? 

Well, you know, to me that is UNEs that are 

determined maybe through arbitrations, 
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arbitration through contract, as an example. 
We will--obviously, we are--we will propose 

in our 96-608 our--we will propose a SGAT 

some place along the line, however the 

Commission determines to handle that thing. 

And, so ,  that will be--that will have a 

tariffed set of UNEs in it that someone who 

doesn't want to use a contract or arbitration 

will have access to, as opposed to other UNEs 

which will be set by this Commission through 

arbitration or whatever. 

Q Okay. Under your current plan the categories 

are broken up by service and the unbundled 

network elements hasn't really been 

categorized; is that accurate? 

A That's accurate. 

Q So, you are really changing the whole 

definition of a category from a service to 

everything you have that has a price tag on 

it; is that accurate? Or how is this 

changing? 

A It's the more--it is set up more by the 

particular market that it serves, whether it 

is a retail wholesale or the IXC market. It 
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is set up by markets so the Commission can 

loLk at--1 m-an, again, it is just a 

comprehensive plan that says here is the 

regulatory paradigm this company is operating 

under. And it lays out very specifically, by 

market, how that market pricing is done. In 

the retail market it will be done--the 

company will be free to change prices based 

on the presumptable validity definitions in 

the tariff and in the TRP tariff. And what 

the Commission is relying there are UNE 

prices to control what we do in that market, 

except for the 1FR which is pulled out and 

has it own rules. The wholesale basket, it 

is done by Commission action through--we 

can't change a rate unless we come to the 

Commission and have cost studies to support 

that change in the rate. And the access 

basket it is controlled by mirroring at the 

interstate level. And, so, each market has a 

very specific set of rules of how the prices 

are going to work in that basket. 

Q Is it accurate to say that your changing of 

the categories in this tariff, that you are 
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proposing for the Commission, has as one of 

its goals to eliminate a distinction between 

a resale market and a UNE team market, any 

pricing distinctions? 

A Not specifically, no. That is not a goal we 

have set up. I mean, we-- 

Q I misunderstood you, I thought earlier you 

had mentioned that. I'm still trying to 

understand the statement that you made about 

the retail market being controlled by the UNE 

prices? 

A Well, again, if the UNE platform rate turns out to 

be $10 for a loop and a $1.20 for a port, and a 

certain amount for usage, and that totals up on 

average to, say, $14, we obviously in a--like a 

business rate, which right now in Louisville, say, 

is $31, we obviously can't raise that to $ 4 0  

without opening that--1 mean, there is some level 

of control there, a competitor is going to go to 

the UNE basket, going to go to the UNE platform to 

provide that service and be able to undercut our 

price substantially. And, so, there is a market 

control there that is--our retail rate is limited 

by the market control of what our competitors can 
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purchase a UNE for and, obviously, those two can't 

get too far out of bala ce. 

again, are to move our retail rates minus the 

resale discount, to get that as close as possible 

to what the UNE rate, that UNE platform rate is, 

so that a competitor isn't incented to leave our 

network or is--to either way, that we are not 

losing money either way on the situation. It is a 

comparable decision for the competitor. 

Q So, the price control that the UNEs set for 

these retail services is one that is just a 

market reality, not something that the 

Commission itself would be monitoring? 

Our pricing goals, 

A Correct, exactly. And I think, you know, 

again, if that process doesn't work, the 

Commission always has the opportunity to pull 

us back in and say something is not working 

right in the market, we've got to fix this. 

Q Under your proposed Transition Plan BellSouth 

has full discretion to set all of--to set the 

rates, terms and conditions for all services 

except the residential market that we talked 

about and the access market, is that 

accurate--and these industrial that are set 

- 1 0 9  - 



1 

2 

3 

4 

5 

6 

7 

a 
9 

.o  

.1 

.2 

. 3  

.4  

.5 

.6 

.7 

.a  

.9 

10 

I1 

12 

13 

14 

by Commission Order specifically? 

A Right. Yes. 

Q So, everything else there is no external 

control on the price? 

A Well, no. Again, we would file tariffs tith 

presumptive validity approval the day after 

we file them. The Commission could always 

set a docket and pull us in for some kind of 

case or study or determination about a 

particular price if they think we have gone 

too far. I think a good example is on the 

directory assistance pricing, I think it is 

the directory assistance pricing that is 

going on in the state. That is, basically, a 

competitive situation. Companies are out 

there setting the rates, yet the Commission 

has said wait a minute we want to take a 

relook at this thing. Something is not 

working in the market the way we would like 

for it to, everybody come in and talk to us 

about it. The Commission has always got that 

right. 

Q Your proposed tariff describes one of these 

exceptions to what I was referring to as 

- 110 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o  

.1 

.2 

.3  

. 4  

.5 

.6 

.7 

.8 

.9 

10 

I1 

12 

13 

14 

A 

Q 
A 

Q 

A 

Q 
A 

Q 

"certain residential services. What all 

does that include? It's the 1FR. 

Yes. 

Anything else? 

I mentioned single line businesses, the 

Commission may want to consider that also 

I think we could work with the Commission 

that but, basically, just the residential 

rates. 

So, the phrase in your proposed tariff 

"certain residential services" actually 

refers to lFR? 

Yes. 

And nothing else? 

Nothing else is coming to mind right now. 

and 

on 

We 

have elim--you know, the Touch-Tone has been 

rolled into the rate and everything, that is 

all that comes to mind right now. 

So, for all of the services that you offer 

with the exception of lFR, the services 

contained in the access category, and these 

four listed items of Lifeline, Universal 

Service Fund, UNE set in arbitrated cases and 

resale discount, you would--you are proposing 
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that your tariffs come in on one days 

presumptive notice? 

A Correct. And then the Commission always has 

the opportunity to open up a case on them. 

And if there is some term and condition, the 

other situation--the presumptive validity 

clause works really basically on price. If 

there is some term and condition that the 

Commission doesn't feel is appropriate, the 

Commission could still suspend. The real 

purpose of presumptive validity, we have had 

several cases in which we filed tariffs for 

some competitive service, our competitor was 

able to use the regulatory process through-- 

to create a delay, the Commission ultimately 

decided with BellSouth but we lost six months 

in the market while that process was going 

on, all over some price situation. 

Presumptive validity would say we would come 

in file on a certain price and if the 

Commission didn't find any problem with the 

terms and conditions the tariff would go into 

effect and we would go on with the price. If 

the Commission wanted to investigate it they 
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always would have the retroactive capability 

back t the date of the tariff filing to make 

some correction to it. So, it is not like-- 

you know, it really is on the market side 

where presumptive validity works, on the 

regulatory side the controls and checks are 

still there, albeit some of it on a 

retroactive basis if the Commission found 

that the price for some reason didn't work. 

Or if there is a term and condition, then the 

service doesn't go into effect. The 

Commission could say, oh, we have some 

problem here with some term and condition and 

we are suspending for further investigation. 

Q Based on your testimony right now, then, I 

assume you would be changing the proposed 

tariff to eliminate the phrase terms and 

conditions from this full discretion or you 

are describing somehow the presumptive 

validity? 

A Maybe I--let me--are you looking at the new 

TRP tariff? 

Q Yes, and maybe I haven't captured the right 

spot on here but I'm looking at the first 

- 113 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o  

.1 

.2 

. 3  

.4 

.5 

.6 

.7 

.8 

.9 

! O  

!1 

!2 

!3 

!4 

revised, page three? 
A Do you know what line, I'm sorr! 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

I was looking at the description of the 

retail service category. 

Okay, uh-huh. 

But now that I've backed up two pages looking 

at page two under your description of the 

presumed validity, maybe this describes what 

you have testified to today. Let me ask it 

this way. The testimony that you have given 

today regarding presumed validity of your 

tariffs was intended to reflect your proposal 

as contained in A36.1.3(b)(5); correct? 

Yes. 

We don't have too much further to go, you 

might be happy about that. I'm looking at 

your attachment two, the price out for the 

vertical services. 

Yes. 

There is a column entitled Target Price. How 

did you determine that price? 

Our product managers do an analysis of the 

market of what they think they can sell that 

product for in the marketplace. The main 
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thing they do is weigh the value of the 

individual offering versus our package 

pricing. And, so ,  it is really a function of 

analysis that our product managers do for 

each of these products as to what they think 

it will sell for in the market and what value 

it brings to our package prices. 

Q Is it based on a cost study or just on some 

market analysis? 

A It is based on market analysis. Obviously, 

we do cost studies for the services, too, I 

mean, they are aware of that because they 

can't price something below incremental-long 

range incremental cost. But it really is a 

market analysis based on, I guess, what you 

would say is the elasticity of the product, 

what we think we want to be in the market 

for, what it sells for, versus what market 

share we are willing to give up at that 

price. 

Q I'd like to talk with you about the 

possibility of some alternatives to your 

proposed plan here. What would you think of 

the notion if the Commission implemented no 
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residential rate increases but maybe allowed 

those services to change with inflation, as 

an option to your plan? 

A You know, it is difficult to negotiate from 

the stand without looking at a total package 

of gives and takes as we go forward in a 

case. 

Q Well, let me ask it hypothetically? 

A It strikes me that the Commission has to deal 

with USF funding somehow. And to increase 

residential rates at the rate of inflation 

doesn't deal with the subsidy issue very 

effectively. That is just off the top of my 

head. 

Q How does the absence of a line item, as you 

propose, on the bill, achieve the objective 

of having explicit subsidies? 

A Well, implicit subsidies are in the 

competitive rates. 

subsidies and you raise the price of the item 

that is be subsidized, it is no longer a 

subsidy. And, so, it strikes me that if you 

are going to keep a subsidy you have to make 

it explicit so that those people paying the 

When you move implicit 
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subsidy know they are paying a subsidy. 
if you are raising the rate of the product 

that is being subsidized, it is no longer a 

subsidy. So, you have dealt with the 

implicit explicit situation. Ideally you 

would get rid of all implicit subsidies and 

each product and service would be sustained 

at a price above its own cost, at or above 

its own cost, and you would have no subsidies 

and you would have dealt with implicit and 

explicit situations. 

need to worry about whether a subsidy is 

explicit when somebody is paying in their 

rate some price to cover the cost of some 

other product. Now, on the other side, you 

have got the $8 million that is left. I 

guess at this particular point in time we are 

willing to test whether that $8 million is 

indeed a market rate or whether it is still a 

subsidy. Obviously, if we lose the business 

very quickly because that $8 million is 

there, we rolled the dice the wrong way. 

What would you think of transitioning to the 

rate increase that you have proposed here on, 

But 

It strikes me that you 

Q 
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say, a four year plan rather than a two year 

plan. Does that affect any of your answers? 

A As I've said, this thing could be cut a 

number of different ways. I think one of the 

recommendations of the audit is to figure out 

how in the process we can have more of these 

kinds of discussions with all parties 

involved. We would have been glad to discuss 

those kinds of things. I think it could have 

been cut several different ways. If this 

Commission decided they wanted to spread this 

out over four years and we had come upon some 

settlement agreement that kind of approached 

it that way, there might have been a basis 

for that. Again, it is hard to--when you 

give up here and you take over there, you 

know, to do that now is difficult. If the 

Commission issued an order that said rather 

than two year we are going to spread this 

over four years, would we appeal it? I think 

we'd have to look at the Order in whole and 

there is a chance that we would accept it. 

Q Tell me briefly what your proposal is for 

Lifeline in this Transition Plan? Does it 
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change? 

A We have not proposed any change to our 

Lifeline methodologies in this plan. We 

would--you know, I've not--1 don't recall 

when the CALLS proposal, they are obviously 

letting their--the share that the federal 

fund pays of the 10.50, looks like it is 

going to climb. 

was required to put so much in in order to 

get that full effect of the 10.50. Now, if 

they are letting it climb where we don't have 

to put any more in, then I guess we are all 

going to be happy. 

amount we have got to go up half of that or 

something, then we will deal with that. I 

don't read that into the CALLS proposal. It 

appears to me that the FCC is just saying we 

are going to--for whatever the states 

contributing today, and I forget what that 

5.25 or whatever it is, that we will let the 

10.50 rise another 80 cents, whatever it is, 

to go from 3.50 to 4.35, we are going to 

absorb that for those Lifeline participants 

and we will pass that on to our customers, 

We were required--the state 

If to get the additional 
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obviously. 
Is this the nly effect DU s th t the 

CALLS proposal brings to Kentucky at this 

time? 

Well, no, I mean, under the present plan we 

would mirror down and NTSRRR would go up, 

because that is what they have done, they 

have shifted to another non-traffic sensitive 

element. 

For the access reductions involved? 

For the access reductions. So, there would 

be an affect so that our intrastate switched 

access rate would be .0055 but the NTSRRR 

would be larger. Now, under our proposal we 

wipe all that out through the rebalance. 

Under this proposal, then, the NTS rate would 

obviously not be absorbing this increase? 

Well, it does to the tune of two and a half 

million. What we have--in effect, what we 

have done with our proposal is of the 24 

million, we propose to take 16 1/2 of that, 

14 for the present NTSRRR and the other 2 1/2 

million it takes to go from .008 down to 

.0055. That is what we would do with $16.5 
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million. So, in effect, I guess you could 

say the NTSRRR does absorb it and then we 

reduce it to zero. 

Q And you mentioned that this is revenue 

neutral, what would be--where would you be 

absorbing this, through the residential 

increase? 

A Yes. The residence rates go up $ 2 4  million 

over a two year period, 16.5 goes to access, 

the additional 7.5 goes to various business 

rates, Touch-Tone and Hunting, and, s o ,  that 

there is no new money to the company in this 

proposal. 

Q And CALLS will not effect this in Kentucky? 

A Well, that’s where the 16.5 million comes 

from. It gets our rate to the .0055 rate, 

same as the CALLS proposal. 

Q When you propose this, you proposed it as 

though the CALLS had been approved; is that 

right? 

effect of CALLS? 

You had already accounted for the 

A We agree in the settlement that regardless of 

what level CALLS went to, in the state, we 

would go to .0055 level. It just--now, it 
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turned out that that happened to be the right 

level. 

Q Okay, thank you. Have any other states 

renewed your price cap plans or modified 

them? 

A We were the first state to come up for review 

and, clearly, the first state that had an 

audit. Several states have now extended the 

plans, Louisiana and North Carolina come to 

mind. Those two plans have been extended, 

they didn’t go through a renewal, I guess you 

might say. 

Q Are you familiar with the Louisiana plan? 

A Yes, I am. 

Q Did it involve a commitment of a billion dollars 

on the part of BellSouth in capital investment? 

A There was a statement that over four years 

BellSouth would invest one billion dollars in 

Louisiana. That did include a portion of 

incremental investment for broadband 

deployment that is commensurate with our 

commitment on a broadband deployment. You 

would say a similar kind of process if you 

were to look at four years in Kentucky, we 
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invest--we would be investing some $600 to 

$700 million is comparable to their one 

billion, recognize their size is larger. 

That would be a comparable kind of number for 

Kentucky and we are there. And, so,  the one 

billion was not a broadband deployment 

investment, it was a look at what their 

capital expenditure budget process would be 

over four years. It did include some 

incremental amount commensurate with ours for 

broadband deployment. The--1 think it is 

important to note that both North Carolina 

and Louisiana where those plans were extended 

the North Carolina transitional element--1 

don't even call it a productivity factor any 

more--the transitional element is 2%, which 

is basically equal to the rate of inflation. 

And in Louisiana it is 2.5%, which is, again, 

basically equal to the rate of inflation. 

So, you know, the Commission and the 

companies there found the basis to extend 

those plans with those kinds of transitional 

elements in them. I don't--they don't have 

the comprehensive as approach, they are still 
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facing the USF issues down there, and over in 

North Carolina too. 

Q So, is it your testimony this morning that 

the Kentucky Commission, if it accepts your 

proposed plan, is getting as good as or 

better a deal as Louisiana or North Carolina? 

I'm not going to speak for the other states. 

I think this is a fair deal for Kentucky and 

it is one that promotes economic development 

in Kentucky. We don't want to--1 don't 

engage in whether it is better than some 

other commission. 

Q Is it as good as? 

A Certainly. 

Q 

A 

Do you know whether BellSouth provided 

customer notice of the proposed rate 

increases? 

today's hearing. 

We did when we filed our original plan in 

accordance with the way we are supposed to do 

it, yes, there were notices of that. 

Notices published in the paper and so on? 

need to check on that and let me know, that is 

fine . 

I know you provided notice of 

A 

Q If you 
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A No, yes, I remember now. Because the present 

plan allows for 10% rate increase, and this 

proposal is that or less, we felt that the 

regulatory--it was in line with the 

regulatory paradigm that is there today and 

we did not--we did not advertise a rate 

increase or an increase in residential rates. 

But the current plan doesn't allow for the 

10% until there is a universal service plan. 

I know we discussed that, but there is 

arguably--arguably it is not provided for 

under the current plan. 

In that we are taking care of the universal 

service issue with this proposal, it strikes 

me that we are there, because we are saying 

that this resolves the universal service 

issue in Kentucky. So, it is included in the 

plan. 

We talked at some length about your broadband 

commitment, how much money would it take to 

reach 100% deployment instead of the 75 you 

proposed by 20021 

Q 

A 

Q 

A We have not done that analysis. We could do 

that analysis and provide it to the 
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Commission. 

Q Okay, please do. 

A Okay. You know, again, not knowing how the 

market is going to respond, you are going to 

get to a lot of wire centers which aren't 

going to be a player in either KCTCS or the 

KREDA or economic--or kind of on the economic 

development horizon right now. It would seem 

to me the Commission would want to see how we 

do in the marketplace with this proposal. 

I'm not saying that we wouldn't certainly be 

willing, over the next year and a half or two 

years, to come back to the Commission and say 

here is where we are and have discussions 

about whether we ought to go further, and 

there is clearly a framework for doing that. 

I would caution about requiring a commitment 

to do 100% broadband deployment. To me you 

get toward the same thing as the--that we had 

in Tennessee when the Commission ordered a 

full 100% ISDN deployment. It may not be the 

right technology, it may not be the way the 

market wants to go. I'm not saying that we 

are not going to get there and that we should 
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have discussions with this Commission about 

wher we are after we have done this initial 

one, and I think there is a framework for 

exploring those things. 

only caution. Other than that, we will 

provide you the data. 

But that would be my 

Q And including some time frame that the 

projected amount covers-- 

A Okay. 

Q --reaching 100%. Could you also give us a 

better sense in a post hearing filing of the 

priorities for where you would think the 

deployment should occur? I guess exchange by 

exchange, county by county, some sense of the 

priorities there? 

A For the 100% as well as--1 mean, the 75% we 

have 31 counties we can give you today. 

Q That would be fine. 

A Yeah, okay, yeah, we have got that, I could 

tell you right now exactly the 31 counties 

that we would propose to go into. We tried 

to do a good even spread across eastern and 

western Kentucky and central Kentucky, so we 

have got that list. 
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Q You could just file that after the hearing, 

that will be fine. 

A Okay. 

Q I have one last line of questions for you and 

it involves your service objectives. 

A Okay. 

Q Could you tell me just in general how Kentucky 

service objectives and reporting requirements 

compare with other states in BellSouth's 

territory, if you know? 

A It has been so long since I've looked at that 

I'm just not sure. I know we have some 

similar kinds of things--in some states it 

is--you know, they focus pretty much on the 

speed of access to repair, the held 

application commitment within five days, the 

out of service cleared within a certain 

number of hours, that is probably a pretty 

common focus. Most of those service 

objectives came out of some old NARUC 

standards that are older than we are. And, 

so, there is a good chance that they are 

similar in some of the states, but we can 

give you a matrix that looks at service 
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A 

objectives on a state by state basis if you 

would like. 

That's fine, you can file that as well. On 

page 13 of your testimony, lines 5 to 11, you 

discuss time intervals for clearing trouble 

reports ? 

Right. 

How is it that increasing a time interval 

from 24 hours to 36 hours, as you propose, 

would be more efficient? 

Well, what happens today, let's say a 

customer calls in by ten o'clock. In order 

to meet the present service objection we haTe 

to clear that out of service condition by ten 

o'clock tomorrow morning. Very often we find 

ourselves routing an employee past service 

problems just to get over to the location to 

clear something by ten o'clock the next day. 

And what we have found is that customer 

satisfaction, especially in the residential 

market, is driven by can you clear my service 

the next day, clear my service problem by the 

next day, as opposed to can you clear it by 

ten o'clock tomorrow morning. And, so, we 
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pick up some efficiencies by having a full 

next day to clear a customers problem and it 

gives us better routing capabilities of our 

employees. So, we are not on that days 

particular work we are not trying to route by 

a given time of when the report came in the 

day before. And so, since we are not 

affecting customer satisfaction by getting 

next day approval, and that is really what we 

are after here, and I think we will 

demonstrate to the auditors that issue, that 

by going to a 3 6  hour interval it gives you a 

complete next day to clear a trouble. I will 

offer, probably my lawyer is going to kill 

me, yesterday as we talked through some of 

these issues if the wording was you would 

clear it by the next day, that would--1 think 

that would work as well as 3 6  hours. But 

that is what we are after there. 

Q Do you believe that a 12 hour difference in 

restoration of service would always be 

negligible to a customer? 

A It certainly is not to a business customer 

and the market really drives--certainly, when 
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we try to clear business troubles out of 

service within four hours. The primary thing 

that we are aiming at here is the residential 

market. You know, I think if there is any 

perceived protection of responsiveness that 

this Commission wants to have it is over the 

residence market, because the business 

customer is being taken care of, you can rest 

assured of that. But, in the residence 

market, if there was to be some perceived 

protection, we detect no incremental customer 

dissatisfaction if we can give them that we 

will clear your service tomorrow, as opposed 

to by a certain time tomorrow. 

Q And if a particular customer, residential 

customer, did have a specific need or 

request, do you attempt to meet that and you 

are just asking today that the Commission 

change this so it won't affect your 

compliance with Commission regulations? 

A Correct. For the most part we try to--if the 

customer presents a situation--for example, 

we give morning and afternoon appointments, 

for example. So, we try to--we do try to 
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You are proposing that that be eliminated; is that 

accurat ? 

A Yes. And the reason being is that we are 

down to about two two-party services left and 

we have got orders written on them. 

in all practical purposes, that was 

eliminated. It can't ever be missed again 

because two party service is gone. We are 

waiting for these two customers to decide and 

then we are going to have a big celebration. 

Q There is no circumstance, then, according to 

I mean, 

your belief that this regrade could be 

useful? 

A No. 

Q On number three, the percent of telephone calls 

receiving dial tone within three seconds, you are 

proposing that be eliminated? 

A Yes, in the digital world--1 mean, when was 

the last time you picked up a phone and you 

didn't have dial tone by the time you got it 

to your ear? I mean, it has not been missed 

in ten years, it is just not meaningful in 

today's environment. And we go to quite a 

bit of trouble to have to keep up with and 
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Q 
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Q 

A 

track all of our wire centers and make sure 
that we are--just to report the fact that we 

are not missing it. 

So, technology advances in the digital world 

render this standard meaningless; is that 

your testimony? 

Yes, it is. 

On--why is item four no longer meaningful? 

It is the experience blockaging due to busy 

conditions 

Well, again, you know we just don't--it is 

not missed. It takes a lot of effort and 

time and trouble to report the thing but, 

again, in a digital world with fiber self- 

healing rings, it is just not an issue any 

more. I think before we did diversity--you 

know, it really comes down to a measure of 

diversity and we have got full diversity now 

and, s o ,  it is just not an issue any more. 

Item five, the percent of telephone calls 

offered to toll connecting or interexchange 

trunks encountering an all trunks busy 

condition, you want that eliminated? 

Yes, same reasoning. I mean, you know 
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even came close to missing that I think the 

interexchange c rriers would be--1 mean, it 

is just not an issue any more. 

Have you done any studies to show how much it 

costs you to measure these? 

Q 

A No, nothing formal. You know, I just know 

that they tell us that there are some--as we 

change out some--as we work in our digital 

offices sometimes we have to make some 

generic changes to them and things, to keep 

up with the reporting. 

taken some man power time to do it, you know, 

to give you the actual number that we are 

hitting on it. And, again, if you look back 

over the last ten years, I mean, we have 

never missed it. 

It has obviously 

Q What about number six, the average speed of 

answer time for operator assisted calls; is 

that proposed for elimination 

A Yes, it is. You know, it is a competitive 

service, the--again, we are always under the 

objective, it is something we are having to 

spend time to record, we would like to see it 

eliminated. I mean-- 
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Q 

A 

Q 

A 

Q 
A 

Q 

A 

Q 

A 

Do you know if you have missed this at any 

time? 

We have not. 

Numbers seven and eight, the average speed of 

answering time for calls to repair service 

and the percent of out of service troubles 

cleared within 24 hours are ones that you 

propose to keep? 

Except for number eight we would like to 

change that to 3 6 .  

That's the 36 hour? 

Correct. 

But that would be the only change for the 

measurement of those two? 

Yes. 

And then the last one, the average rate o 

customer trouble reports per 100 access 

lines, you are proposing to eliminate that? 

We would like to. I have to tell you that I 

can tell you at any given time what our 

trouble report rate is and so, if the 

Commission wanted to keep that one, I mean, 

we've always made it, we run around two or 

three every month. If the Commission wants 
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Q 

A 

Q 

A 

A 

us to keep that one, it is not a slit my 
wrist kind of situation. I mean, we know 

what the number is and that is a little bit 

easier to report than some of the rest 

because we are generating the information. 

So, you propose that you would continue 

generating that information even if you 

didn't have to report it to the Commission? 

Yes, we use it internally. 

But the rest of the items that you would like 

to eliminate you would not continue to track; 

is that correct? 

That's correct. 

VICE CHAIRMAN HOLMES: 

Are there new standards for the digital 

aid like to allow these now or are new 

standards being created because of 

digital technology? 

There are and hear the Commission's emphasis is 

going to jump to our service quality measurements 

in the industrial or wholesale market. And you 

will have to deal with those in the 271 case and 

certainly you are dealing with now new arbitration 

cases. I mean, that goes to the crux of how well 
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we provide CLEC trunks, interconnecting trunks, 
and those kinds of things. And, so, there is a 

whole new gamut of service objectives that deal 

with the new environment that will be reported to 

the Commission on a monthly basis. 

Q There has been some thought that you might 

have had a higher percentage of some of these 

numbers then recently because of your 

personnel drops. 

mentioned that some of your service standards 

had slipped a little bit because of your 

force reduction. Has that been corrected or 

do you disagree with the statement in the 

first place? 

And I think the auditors 

A No, we demonstrate to the auditors right up 

front that in late 1998, like our out of 

service, we were having trouble hitting that. 

Q So, you were actually having trouble meeting 

the standard? 

A We did in 1998 and what we did was we started 

hiring service technicians and we are not-- 

you know, I'm not going to say we are not 

missing an occasional wire center because it 

is just a weather related kind of thing, that 
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Q 

A 

Q 
A 

Q 

if you get some severe storms you are going 

to miss this. Or if there is a c ble cut you 

are going to miss this one, occasionally, not 

for the state but in a given wire center or a 

particular situation. But that was the one 

that we were having problem hitting in late 

'98 and it was primarily a force situation. 

We went a little further in force reductions 

than we should have to maintain the quality 

of service. We demonstrate to the auditors, 

for example, in January and February 1999 we 

hired 120 service technicians. And had we 

not been able to demonstrate that I think we 

would have had a severe audit finding but we 

were able to show them that and we cleared 

that out. 

And is that the number nine that you are 

talking about? 

No, we didn't get close to number nine, 

missing number nine, I'm talking about number 

eight. 

I'm sorry, okay. 

The out of service cleared within 24 hours. 

Okay. And had that been 36  hours rather than 
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2 4  would you have still missed it? 

A I think there is a good chance, I don 

believe I could tell you that we would have 

made it in that time frame. 

Q In that time frame. My last question for you 

is whether you have any insight to give us 

about your proposal for its transitioning 

from the current price cap plan to your 

proposed Transition Plan if the Commission 

accepts that. Do you see that as kind of a 

flash-cut thing or there would be some 

progress, some slower implementation process? 

A No, I think we are ready to move on the 

situation. I think we could put the rate 

increase in and drop the access charges 

immediately. We are ready to roll out 

$ 4  million worth of ADSL equipment into Kentucky. 

We have already initiated discussions with the 

Economic Development Cabinet and Aldona Valicenti 

to make sure that we are going to deploy in the 

right central offices. 

discussions with Darwin about what we are going to 

do about those three wire centers they are in. 

So, we are ready to move and implement this thing 

We are starting our 
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as soon as the Commission gives us approval. 

MS. DOUGHERTY: 

I have nothing further. 

COMMISSIONER GILLIS: 

I just have one short one that I want to follow up 

on. Broadband deployment, you just mentioned 

talking with Economic Development, the other ISP 

people, how did you come up with the 30 or 31 

counties that you are talking about deploying the 

broadband? 

A We felt like to be a meaningful commitment we 

wanted to get into central offices that 

served at least 75% of the access lines, that 

was our first cut. And then we started 

looking at various mixes of wire centers 

trying to do east, central, and west 

Kentucky, a good spread. Then we overlaid 

that with the KREDA, which counties are 

involved in the KREDA, and looked at KCTCS 

sites, and our team kind of combined all of 

that and that came out to be the counties 

that we talked about. 

COMMISSIONER GILLIS: 

So, did you think that you do have a possibility 

- 1 4 1  - 
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these 31 counties that y 

or there 

u can re 

is a market in 

ch? 

A We would hope that--you know, I feel like we 

are going to have to figure out some creative 

way to get with the ISPs and working with 

Economic Development. But, yes, we hope we 

can do something with this investment that we 

don't just throw it out there and it sets 

idle, that's for sure. 

COMMISSIONER GILLIS: 

I guess that's really my question, Fred, is that 

when ADSL is put out in the counties, what 

information or how is it marketed in the counties 

so  that they know that it is available? 

A You know, we--1 think we will put together a 

marketing plan and certainly we will share 

that with the Commission. It is going to--1 

think it is going to have to be working with 

the ISPs, we will probably have to maybe look 

at doing some direct mail, getting the word 

out to the schools. It is going to take some 

creative marketing efforts. I think we have 

a really good chance to show that perhaps 

this market has been underestimated and we'd 
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like to go to work on that. And we will have 

to do that and we will have -0 put together a 

marketing plan and we'd be glad to share that 

with the Commission and get like Amanda 

Hale's input into our educational efforts and 

that kind of thing. 

CHAIRMAN HELTON: 

There was a question that I also had because you 

did mention primarily the ISPs and it seems like 

you were depending upon them to do the marketing. 

In looking at these 31 areas, are there already 

ISPS or other people who would do some marketing 

in addition to BellSouth? 

A Hopefully so ,  especially--yeah, I think we 

are going to have to exploit and we are going 

to have to look and see what all help we can 

get from the areas, like the school systems, 

for example. And, certainly, this KCTCS 

thing with CISCO, trying to meet with those 

folks and ride that I think would be very 

important. 

CHAIRMAN HELTON: 

We will reconvene at 1:30. 

(OFF THE RECORD) 
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CHAIRMAN HELTON: 

Mr. Gerwing, Ms. Dol gherty asked you some 

questions about the interLATA data bill and I'm 

not interested in that federal piece of 

legislation, I'm interested in a couple of the 

others that are related to broadband deployment in 

rural areas and, especially, since this is part of 

your alls plan. 

incentive federal legislation or the separate fund 

that will be set up for rural broadband 

deployment, if either of those passed what would-- 

and this plan or this portion of the plan for 

broadband deployment were approved by this 

Commission, how would we then go back and make 

sure that you are not getting double coverage for 

that? 

How do you think either the tax 

A Well, certainly, if either of those pieces of 

legislation go through, we would sit down and 

reassess this deployment plan with the 

Commission and review what it does to the 

business case. So often on a tax--what we 

see on a tax incentive thing, private 

companies like the RBOCs who weren't able to 

typically get that kind of money. And, so, I 
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think we just have to wait and see what those 

bills do, but I would commit to you tha we 

would be willing to come back and sit down, 

certainly, through a series of conferences or 

work shops and talk through this deployment 

again as it relates to whatever legislation 

might pass and how it affects what we are 

doing and whether it would give us an 

opportunity to enhance this plan vis-a-vis 

what we might do under that point--under 

those pieces of legislation. 

CHAIRMAN HELTON: 

And you also mentioned that Kentuck! being able to 

attract call centers as a result of the 

infrastructure that we have present in this state 

and use that as an example of--and we have 

attracted several and that has resulted in 

employment, and particularly in rural areas where 

we needed them to be located. But can you give us 

some other examples of the types of businesses or 

industries that you see this broadband deployment 

might help Kentucky attract? 

A Well, I think one thing there is a new 

e.commerce center that is popping up in 
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Louisville and they have got several clients 

already. 

opened up there that warehouses data 

applications. 

works, but they have--there was an article in 

Business First the other day where they show 

how they can provide services to web hosting 

companies and that kind of thing by 

warehousing data bases and things like that 

for them. I don't think we begin to know yet 

the kinds of companies--it is clear those 

kinds of companies have to have access to 

broadband capability and its speed is a lot 

greater than ADSL. And so ,  you know, I think 

that it is--those are some of the kinds of 

companies I think we would like to see come 

to rural Kentucky. 

KCTCS partnership with CISCO where you 

actually get employees trained to do network 

infrastructure and understand broadband 

deployment, how to set up networks and that 

kind of thing, that are going to be out in 

some of these communities augmenting their 

business life at their home environment where 

There is a new business that just 

I'm not sure exactly how that 

I think things like this 
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they can do that kind of thing from home, 

too, to cre te industries. I think that is 

another example. Again, Aldona Valicenti and 

Doug Robinson, all those folks, they have got 

a whole litany of people they are talking to 

and ideas and ways to approach this, but they 

need that infrastructure there to begin to 

carry on those discussions out in the 

marketplaces they work in. 

CHAIRMAN HELTON: 

And in your discussions with Economic Development, 

did they have any game plan, for example, I'm 

think of there is a couple that located in 

Maysville that are from that area, but Harvard 

graduates, and they have brought their business 

there because they can do it because of the 

technology available. Has anybody indicated 

either from the CIO's office or from Economic 

Development that they see that they have any game 

plan to take advantage of Kentucky's better life 

style to attract people if we get this broadband 

deployment out into areas where they might want to 

locate? 

A They have several strategic long range plan 
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kinds of documents that I think do just that. 

Show cost of living, the work force, and its 

a matter of getting that work force trained, 

but the availability of work force, the 

opportunity is there, the work ethic. Once 

you get those kind of folks trained and 

Kentucky presents a unique labor pool, they 

go on at great lengths about those 

opportunities. 

that you couldn't find in maybe some of the 

other locations, Kentucky brings to the 

table, if we can just get the infrastructure 

and the education aspect of it dealt with. 

Some of the tougher issues 

CHAIRMAN HELTON: 

Ms. Dougherty covered a couple of different 

alternatives that you all might consider and we 

might consider as we look at this plan and then 

the consultant also had some alternatives. I was 

just wondering if there was any consideration 

given, especially since you stressed some gradual 

action versus delay, and we all know that through 

litigation and the FCC and all of the delays that 

we have had in there that we are not at the point 

where we thought we would be at--when the 
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Telecommunications Act was passed. 

about something gr dual versus delaying, was there 

any thought to looking at the rate groups and 

perhaps making a suggestion that some rate groups 

might see an increase and others not? 

In thinking 

A Well, we do get to some differential in that 

the first four rate groups would be getting a 

10% increase and rate group five would only 

be getting and 85 cent increase on about a 

$17.55 base, today. So, there is--you know, 

we are trying and certainly in our business 

rates we have closed that differential where 

we have reduced--I'm kind of going in the 

opposite direction--reduced some rate groups 

more than we have reduced others to try to 

swing that cost relationship, cost price 

relationship, back to be more in line. 

CHAIRMAN HELTON: 

But until we get the high cost fund in place, was 

there any consideration other than the 

differential between the rate groups that perhaps 

saying at this time this rate group should not see 

any increase versus just seeing a smaller 

increase? 
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A We looked at the cost relationship to the 

present price and in trying to gen-rate 

through the rebalance enough to take care of 

some business reductions on hunting and 

Touch-Tone and to take care of the NTSRRR we 

had to do fairly much the way--the 10% level, 

recognize the 10% level in rate groups one 

through four over two years, plus the 85 cent 

one time rate increase for Louisville 

subscribers is what generates the $24 

million. So, to start backing away from that 

you then you start backing away from the 

opportunities of, you know, how are we going 

to address these needs. Can it be stretched 

over more time than two years, well, that is 

something the Commission might want to 

consider. But as far as saying there 

shouldn't be any rate increase for a 

particular rate group, we probably came 

closest to that with Louisville and felt that 

we needed to do at least the 85 cent level in 

order to accomplishing the pricing objectives 

that we were trying to get at. 

24 

- 150  - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

to 
11 

L2 

L3 

L4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

CHAIRMAN HELTON: 

Other than stretching the increases out for a 

longer period of time or decreasing the percentage 

or tying it to inflation, is there any other index 

that you can think of that increases could be tied 

to that--other than inflation or a set percentage? 

Nothing would come to mind right now as to have 

any more legitimacy for how you are going to go 

about doing this. Like I said, we really looked 

at what are the pricing objectives we really need 

to get accomplished in the market; the first 

priority being access reductions, and that says 

you need to do $16.5 million, roughly. You know, 

beyond that we said, well, certainly our Business 

Hunting rates are obviously contain a lot of 

subsidy. 

elements today. 

reason that can sustain that price out there in 

the market and it is one that our competitors 

leverage against us quite often. And so,  it 

obviously is a subsidy element, we felt we needed 

to address that. And Touch-Tone the same, Touch- 

A 

You get that capability through the UNE 

There is very little economic 

Tone rates in business services, when you buy the 

port you get the Touch-Tone capability. So, that 
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seemed to be another one. You know, now, maybe in 

response to what you are saying that you deal with 

the access and I think that is absolutely critical 

that we deal with the access. Beyond that, do we 

want to have some discussions further with the 

Commission after we deal with the access piece in 

this first year, and perhaps do a little bit of 

rebalance the second year to take care of that, or 

maybe deal with the Hunting and then talk about 

the Touch-Tone later to see how the market 

responds. All of those things I think would be 

open to consideration. But I guess I emphasize 

that we think that the access piece is absolutely 

critical and it also, in taking care of the access 

piece and a little bit of these business rates, 

then we think we can deal with that subscriber 

line issue on USF, also. 

CHAIRMAN HELTON: 

Thank you. 

VICE CHAIRMAN HOLMES: 

Do you have a question? 

Yes, Mr. Gerwing, will the projected rate increase 

bring any of the wire centers closer to costing-- 

closer to the cost, specifically the loop. Or 

where do we stand at that point? 
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A I would 

your co 

think that 

t def initi 

there--that if you consider 

n to be your deaverage UNE 

platform once we get it--if that is a measure or 

if you look at deaverage using the synthesis model 

from the FCC, Louisville is getting pretty close. 

The problem we run into in some, you could have a 

census track in, say, Owensboro where we are 

pretty close perhaps because the density looks 

very similar and if a given censur track 

attractive as it might look into a Louisville 

market, as far as if you went to the census track 

level. As long as you stay at the wire center 

level Louisville is probably the only one we are 

getting close to. 

VICE CHAIRMAN HOLMES: 

But once you get--what you are proposing was 

implemented and that 85 cents, then we are getting 

close to a cost? 

A Well, I definitely think once you get to a 

deaveraged UNE platform in Louisville and we 

will start to see more activity in the 

residence market for that--to me they are 

going to--again, we don't know how--until we 

see where we come out with this cost docket 

- 153 - 



$! 
'9 

'9 
a 

m 

lD N 

0 0 

18 DO you potentially see some greater forms of 

19 

1 2 0  A I would think you would see that. 

21 VICE CHAIRMAN HOLMES: 

22  In your discussions about deployment of broadband 

23 in rural areas, are there discussions as well 

24  

competition that could possibly occur? 

about deploying broadband in economic depressed 

0 
0 

U w 
v) 

4 

1 this year, but it is pretty easy to see that 

2 it looks like the Louisville UNE platform 

3 would be a better alternative than a resale 

4 discount, for example, off of the present 

5 1FR. And partially because when you are in 

6 the resale market you are also paying those 

7 SLC charges. The reseller is responsible for 

8 the SLC charges, recovering those from the 

9 end user. And, so, as opposed to when they 

10 buy the UNE platform, they don't pay the SLC. 

11 It is not a--it doesn't come with the 

1 2  package. So, when you start putting the SLC 

13 charges on either the lFR, the residence, or 

14 the business line, then the UNE platform, 

15 especially in the Louisville market, starts 

16 to look real attractive. 

17 VICE CHAIRMAN HOLMES: 
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urban areas, or is it already deployed there? 

is Louisville the only one? 

A You know, in our urban area, really, 

Louisville is the only one that I think has 

specific areas of the city that I think you 

could--as opposed to saying looking at 

Owensboro if you get the primary central 

office there you have covered the whole city. 

In Louisville it is a little bit different 

situation and we did deploy one of the first 

central offices we deployed was geographic 

area that I think would normally be 

considered economically depressed, and that 

would be our 26 Street office, 77. It has a 

judicial subscriber line system in it. 

of the--there is a new effort, a new 

development down in that--that is served out 

of that wire center where they --where the 

Cotter and Line Homes project, they have 

leveled that and they are putting up a whole 

new effort at trying to draw mixed income, 

various mixed income levels, into various 

types of housing in a community atmosphere. 

And we wanted to commit to them that we could 

One 
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provide broadband services in that community 
and, so, we purposely targeted the 26 Street 

Office for that reason. So--and we are 

getting pretty close to where most of the 

offices in Louisville, given the deployments 

we have got for Louisville, we should--we 

would fill up Louisville by the end of the 

year 2002. 

VICE CHAIRMAN HOLMES: 

So, I guess part of the deployment of broadband-- 

could we expect to see it in those types of 

similar areas and other communities, such as 

Bowling Green? 

A Certainly, and, you know, we can certainly 

get more granular once we decide that this is 

a particular county we want--and wire center 

that we want to go into to make sure that we 

are spreading that opportunity. 

is a worthwhile goal. 

I think that 

VICE CHAIRMAN HOLMES: 

I guess after hearing your testimony, if I 

understand it, there are basically four objectives 

that will enhance, one is the broadband, rate 

rebalancing, that you view is necessary, access 
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charge reductions and the USF portion; is that 

correct? 

A Yes. 

VICE CHAIRMAN HOLMES: 

And within the framework of that are you saying 

that if we maintain those four objectives we might 

be able to--decide to alter one and rate 

rebalancing to maintain those four objectives 

necessary to offer this plan and to make this 

work? 

A I think it is a comprehensive solution. 

There are several ways you could go at doing 

those over various time frames, but I think 

focusing on how we get to the four objectives 

is the critical factor. 

VICE CHAIRMAN HOLMES: 

Are there provisions for--at some intervals in the 

plan for review? 

A It seems to me there is a natural review date 

out there, the five years once the CALLS 

proposal has to be looked at. 

VICE CHAIRMAN HOLMES: 

I mean, some interim steps in there? 

A There is really nothing set in the plan, you knov 
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if within 2 4  months the Commission wanted us to 

come back in and report on this broadband 

deployment, review kind of where pricing is at the 

end of a rebalance, for example, you know, we are 

certainly open to that, even annual reports or 

whatever the Commission needs from that 

perspective. 

VICE CHAIRMAN HOLMES: 

So, you would be open to review? 

A Yes, we think we are better served by 

communication rather than not, so-- 

VICE CHAIRMAN HOLMES: 

Let me ask you this, from a digital service 

quality standard, if we eliminate the other 

standards are you going to replace those with 

digital service quality, or wait until the process 

is completed in Georgia and Florida? 

We do propose a set of service quality 

measurements that could be adopted in this 

plan in our negotiations with the 

interexchange carriers who are also CLECs. 

They felt that--they didn't feel like they 

wanted to sign on to a settlement that would 

acquiesce that those were the correct service 

A 
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the settlement was agree that re wouldn t 

push those through this plan, that we would 

let those go in through individual 

arbitrations. You know, if the Commission 

wants to adopt those, they are certainly 

there to adopt at this particular point in 

time. 

your arbitration process, we are willing to 

live with that too. 

If you want to deal with them through 

VICE CHAIRMAN HOLMES: 

In the interim? 

A Certainly, certainly. 

VICE CHAIRMAN HOLMES: 

That's all the questions I have. 

CHAIRMAN HELTON: 

Just to follow up on that because I was interested 

in the trouble reports since you do have to have 

those for internal use. You would obviously 

recognize that the Commission can also use those 

for--to look at other carriers and see how they 

stack up. 

A Sure. 

!4 
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CHAIR" HELTON: 
Are there others--are there others that we should 

be considering that, you know, especially since we 

don't have the digital ones yet, unless we adopt 

them in this case, are there ones that 

particularly we should be focusing on because of 

competition, to make sure that you keep the 

standard up and make sure that we have a way of 

measuring other carriers against your performance, 

that you can think of? 

A Not in this particular list. I think the 

SQMs that we propose do exactly that, set up 

the basis. For example, there is no retail 

analog to an interconnection trunk. So, you 

know, certainly, monitoring, as opposed to a 

retail analog you set a benchmark on, what 

kind of performance you expect to see over an 

interconnection trunk. And we ought to be 

willing to report that, and, so, that is the 

kind of thing--I don't--in this particular 

list that we are saying move away from, I 

don't see any particular benefit of those to 

the wholesale environment. 
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CHAIRMAN HELTON: 

Redirect? 

MR. KITCHINGS: 

Yes, ma'am. Thank you. 

BY 

Q 

A 

Q 

A 

Q 

A 

REDIRECT EXAMINATION 

MR. KITCHINGS: 

Mr. Gerwing, do you recall a question this morning 

from Ms. Cheuvront about the notion of raising 

residential rates to voice customers in order to 

pay for data services? 

Yes. 

Isn't BellSouth's plan, rate rebalancing 

plan, revenue neutral? 

It is revenue neutral, yes. 

So, is there any way that this residential 

rate increase could fund the data broadband 

roll out? 

No, because there is an offsetting rate 

reduction for every dollar we raised through 

the rebalance. 

MR. KITCHINGS: 

That's all, Chairman Helton, thank you. 
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CHAIRMAN HELTON: 

Ms. Cheuvront? 

RECROSS EXAMINATION 

BY MS. CHEUVRONT: 

Q But you are using--in your current plan could the 

productivity factor be used to keep residential 

rates either lower or as they are? I realize it 

hasn't been, it has gone to lower business rates 

and access, but is it possible that the Commission 

could have used it for that? 

It is possible that it could have been used 

for that. As you say, that has not been the 

experience and probably not on the near term 

horizon under the status quo plan. 

Q But if that is a possibility and you are 

A 

going to take that possibility to pay for 

broadband, wouldn't--couldn't the residential 

rate payers be seen as paying for it? 

A I don't think so because I don't think the 

potential--you know, it is terms--it is a 

measure of probability of a residential rate 

decrease. It seems to me it would be very 

poor public policy to lower residential 
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rates, the lFR, any more than it is. 

Q Well, I'm not talking about even lowering 

them, right now I'm talking about keeping 

them the same. 

A Well, even in terms, then, I think you have 

to talk about what are the obligations of 

the--under the Universal Service Fund issues. 

And I don't see how those rates are going to 

stay the same whether we deal with those now 

or we have to deal with it a year from now. 

Those rates are not going to stay the same. 

In a competitive market prices move toward 

cost. An observation that obviously a lot of 

people fail to make to the legislators that 

passed that bill and, so, I mean, that--those 

rates are going to--there is going to be 

economic pressure to move those rates toward 

cost. I think it is a stretch to say that 

the--that utilizing capturing our 

productivity efficiencies and rechanneling 

those into broadband deployment opportunities 

which probably is going to create jobs, going 

to create employment opportunities, going to 

create tax base, all of those things are 
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going to help add more societal welfare than 
the potential probability that there might 

have been a residential rate--holding rates 

constant or rate decrease. That, you know, 

if you did a decision tree analysis on that 

the probability of that consumer welfare is 

nil, as opposed to the probability of some 

consumer welfare from the other path, other 

decision path, of doing broadband deployment 

and the opportunities that brings to 

Kentucky. And, so,  I think if you look--step 

back from just what are we doing to the 1FR 

and you look at it from a societal welfare 

economic viewpoint, our plan delivers a lot 

more societal welfare than does the opposite 

path. 

Q Did I understand you correctly on one of your 

responses of the question from staff was when you 

run the--so many tests, I don't know which one-- 

I'm assuming it is the UNE test, you only take the 

base rates because you don't believe any vertical 

services or anything else that comes in that 

should be included in that; am I correct? 

A That was a discussion on Universal Service 
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Fund. The original model looked at cost and 

then the issue was which revenue are you 

going to include to determine what the 

support level ought to be from cost to the 

revenue. We maintain that the revenues ought 

to be based on basic services and that you 

ought not look at vertical service revenues. 

Opposition to that said no, you should 

include vertical service revenues and see 

what the average revenue per customer is, 

then determine what the support level ought 

to be. There is differences in the industry 

on how to use that. As I recall, and Mr. 

Rausch can speak to this better than I can, 

but as I recall, where the FCC has now gone 

is they have abandoned that revenue argument 

and discussion, they have gone to, okay, is 

it at 100% national average of cost, is it a 

135%, and we will fund any cost over 135% 

through Universal Service Fund. 

gone to that kind of cost level variation as 

opposed to even discussing revenue. I think 

they saw that argument was going nowhere. 

So, when you--but when you run whatever the 

They have 
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test was you ran, was it the UNE test or 

what ver was used, the BC-- 

A The BCPM. 

Q --PM. Is that the same as when we are 

talking about the UNE test? 

A No. The benchmark cost proxy model-- 

Q Did you use vertical services when you ran 

that test to determine if your residential 

rates are up to that cost? Am I being clear? 

A No, the BCPM model determines what a 

particular cost of serving a given wire 

center on the--that the model would produce. 

And, so, then if you are going to use that to 

say, okay, now are rates above or below cost, 

I guess it is still open to argument to go in 

and say what is the 1 F R  rate in comparison to 

that cost? Or should you look at a whole 

stack of revenues on top of that to determine 

whether revenues are equal to or above cost 

in that wire center. The way we looked when 

we using the BCPM model by either--even if 

you used that analysis you still have a lot 

of wire centers that were below cost even 

using the $31 FCC determined average revenue 
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Q 

A 

Q 

A 

Q 
A 

Q 
A 

Q 

A 

per customer. I think it was $ 3 1 .  We still 

had a lot of wire centers and you still 

created, as I recall in Kentucky, that in 

running the BCPM cost model, or maybe it was 

when the Hatfield 5.0, whatever it was, ended 

up producing around $110,000,000 fund in 

Kentucky, utilizing even the $31  FCC revenue 

benchmark. But I'll have to tell you, at 

that point I am way over my head, and Mr. 

Rausch could deal with these issues. 

You think you are over your head. 

Mr. Rausch could deal with these issues even 

better, but that is my recollection of where 

we were. 

You were talking about Louisiana and North 

Carolina. 

Yes. 

They approved your Price Cap Plan? 

They extended the Price Cap Plans. 

Or extended the Price Cap Plans. 

Yes. 

Was there any type of rate rebalancing in--to 

extend that plan or is it the rates as-- 

Neither of those plans dealt with the USF 
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issues at this particular time. 

Q So, what they have in the audit report on 

rates is pretty much what it still is, or are 

you not familiar with it? 

A You know, I don't know. It is accurate as of 

when the audit report was done, but if there 

has been any rate changes in those states 

since then, I don't know the answer to that. 

I'd say it is probably still pretty close. 

I'm confident there has been some business changes 

in some states, so I don't know about the business 

rates, the residential rates are probably still 

pretty close. 

But 

MS. CHEUVRONT: 

I don't have anything further. Thank 

you Mr. Gerwing. 

CHAIRMAN HELTON: 

Ms. Dougherty? 

MS. DOUGHERTY: 

Nothing further. 

CHAIRMAN HELTON: 

Thank you Mr. Gerwing. 

MR. MERSHON: 

I call Mr. Rausch. 
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(WITNESS DULY SWORN) 

The witn ss,  STEPHEN D. RAUSCH, having first 

been duly sworn, testified as follows: 

BY 

Q 
A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

DIRECT EXAMINATION 

MR. MERSHON: 

Please state your name and address for the record? 

My name is Stephen D. Rausch, my business 

address is 601 West Chestnut Street, 

Louisville, Kentucky. 

By whom are you employed and in what 

capacity? 

I'm employed by BellSouth Telecommunications 

and I'm the Manager in the Regulatory 

Department in Kentucky. 

Mr. Rausch, did you cause to be filed in this 

docket testimony consisting of seven pages? 

I did. 

Do you have any additions or corrections to 

that testimony at this time? 

I do not. 

If I were to ask you these questions today, 

would your answers be the same? 

Yes, they would. 
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MR. MERSHON: 

I move th introduction of Mr. R usch’ s 

testimony into the record? 

CHAIRMAN HELTON: 

S o  ordered. 

MR. MERSHON: 

And he is available for cross. 

CHAIRMAN HELTON: 

Attorney General? 

MS. CHEUVRONT: 

Thank you. 

CROSS EXAMINATION 

BY MS. CHEUVRONT: 

Q I just have a couple that you have already heard 

because they were referred to you, so you had all 

lunch time to practice on the answer. 

A That’s all we did. 

Q That’s all you did, I‘m sure. If I recall 

the UNE rates are lower on this filing than 

any previous filing. 

difference between the first UNE filing and 

this filing, the difference in how much they 

are? 

Do you know the 
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A 

Q 

A 

Q 

A 

What other UNE filing are you referring to? 

I me n, the first time we talked about UNEs 

and the one you filed in this proposal. I 

believe in the testimony and I know at the 

informal conference you all were talking 

about them being lower? 

Okay. 

I'm just trying to get an idea of how much 

they continue to go down? 

I understand. In Administrative Case 382 

there was a settlement of all the parties and 

a certain set of deaveraged UNE rates were 

filed. And in this proposal we have put 

forward a set of deaveraged UNE rates that 

are, in fact, lower than the ones in that 

settlement stipulation. There are different- 

-there is a different methodology at work in 

the way those rates were calculated and also 

the model has been updated. 

rates were based on the October run of the 

synthesis model and the rates that we put 

forward in this case are based on the January 

run of the synthesis model. So, there are 

methodological differences and those are 

The initial 
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primarily responsible for the rates going 

down. And they are the lowest rates, the 

rates that we put forward here are the lowest 

rates that have been put forward. 

Q So, there is a possibility that when we 

continue 382 they could go lower? 

A That's a possibility, yes. 

Q I asked Mr. Gerwing and he referred it to you that 

the CALLS proposal, that now since the Universal 

Service Fund is almost doubling, does that mean 

BellSouth will receive more from the--more of the 

universal fund from the feds than the--1 can't 

remember what it was that you got previously, just 

a few months ago it seems like? 

The high cost considerations that the FCC 

went through using the ACPM, the synthesis 

model, resulted in payment to BellSouth for 

Kentucky. And that amount was reduced from 

the October to the January run from $12 

million down to something a little over a 

million dollars. The CALLS--and that's still 

there and won't change--the CALLS proposal 

includes a $650 million Universal Service 

Fund that's additional subsidy inherent in 

A 
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access rates. It doesn't have anything to do 

with high cost, basically. And that is a 

national number. So, a portion of that will, 

in fact, flow to BellSouth, but it will flow 

to BellSouth from subscribers, not from 

interexchange carriers or from any funds for 

something there is 

includes an increase to the subscriber line 

charge and then there is a universal service 

line item that is estimated to be something 

in the other of 36  cents where those 

Universal Service Fund amounts will be 

collected. And then the CALLS proposal 

includes how that money is to be spent to 

reduce carrier common line or reduce multi- 

line business P I C C s  or treated as multi-line 

business S L C s  as we go through the five year 

progression of the cost plan. 

happen is we will charge 36 cents to 

individual subscribers, that money will be 

put into a fund and then that fund will be 

a--the CALLS proposal 

What will 

distributed out to the recipients based upon 

formulas in the CALLS plan. BellSouth is a 

recipient of some of those funds. That money 
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is then used to reduce either carrier common 

line or multi-line business, SLCs or PICCs. 

Q So, the original which just went to eight 

states, you are saying this new amount will 

go to everybody? 

A It doesn't go to everybody. There are payers 

and recipients, I don't know those details, I 

do know that BellSouth is a recipient, but 

there will be some LECs that are net payers. 

But it is a function of how much implicit 

subsidy they still had in their access rate 

structure. It is not a high cost evaluation, 

it is a function of implicit subsidies 

remaining in the access structure. And the 

high cost fund--there are three funds: 

Schools and libraries and rural health care, 

high cost, and now there is this $615 million 

fund that deals strictly with the implicit 

subsidies in interstate access charges. 

MS. CHEUVRONT: 

So, it has taken me about four years to 

get a little more knowledge on USF, 

maybe in four years I'll have more 

knowledge on this CALLS, too. That's 
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all I have. 

CHAIRMAN HELTON: 

Ms. Dougherty. 

MS. DOUGHERTY: 

Thank you. 

Thank you. 

CROSS EXAMINATION 

BY MS. DOUGHERTY: 

Q Could you tell us about what the Commission could 

expect in the July 1, 2000, filing under the 

current Price Cap Plan assuming that no final 

order is issued in this case prior to that time? 

A Well, I can get you in the ball park, I 

think. 

Q That's what I was asking for. 

A The proposal that we have in front of you, of 

course, would supplant that, but assuming--given 

your hypothetical that there is no order before 

then and there would be something that told us to 

go ahead and operate under the existing plan, I 

guess our expectation of inflation is in the 

neighborhood of 2%, and, so, you wind up with 

approximately a 2% reduction, somewhere in the 

neighborhood of $6 to $7 million. And then the 
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mirroring requirement for the CALLS plan which 
will be implemented in July, we expect that the 

impact of that would be roughly equivalent to what 

we have in the rebalance, that there would be some 

puts and takes there. 

go--the switched access charges would go down, but 

non-traffic sensitive revenue requirement would 

likely go up. 

neutral or not, I'm not sure yet. And I haven't 

seen the CALLS proposal that was just issued or 

just approved, and, so, I don't know what actual 

interstate CALLS rates will result from the 

approval of the CALLS plan and how that would be 

mirrored in the intrastate tariff. 

Given the $6 or $7 million that you are 

estimating, where would BellSouth propose to 

make the reductions? 

The access charges would 

Whether those would be revenue 

Q 

A Well, in light of our objective to focus on 

access charges and our commitment in the 

settlement stipulation, I think we would 

probably request deviation again to apply 

that reduction to non-traffic sensitive 

revenue requirement. 

Q In your proposal the access rate drops to 
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.055, is that originating or terminating or 

applied to both of them? 

Both. 

Both. You talked about a total of $2.5 

million reduction, is that on--which end is 

that, one or both? 

Well, that is what it takes to get both ends 

to .055, given that both ends are today at 

.008 and the non-traffic sensitive revenue 

requirement only applies on the terminating 

side. So, it is a bigger reduction on the 

terminating side but only that is because 

where NTS is applied. 

Okay, thanks for that clarification. 

BellSouth currently imputes access revenues 

to itself based on the Commission's Order in 

Administrative 323; correct? 

That's correct. 

With your proposal to eliminate the NTS and 

reduce access charges, how would this 

imputation be affected? 

Well, the imputation requirements in 323 

exclude non-traffic sensitive revenue 

requirement collected in the manner in which 
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we collect it. So, NTS doesn‘t affect 

imputation. The reduction in the switched 

access rates would cause the imputation level 

to fall to .055, essentially. And it is 

pretty high today, it is like a nickel. So, 

two ends of switched and billing and 

collections, which is what is imputed, would 

maybe take us into the two cent category for 

imputation rate. I don’t know the billing 

and collections piece any more so I’m 

guessing, but in that neighborhood. 

Your testimony includes an adjustment for a 

reduction in the UNE loop rates; is that 

accurate? 

Yes. 

Are these deaveraged UNE loop rates the same 

rates that have already been adopted on an 

interim basis in Admin 3827 

Well, they are not the same. 

They are not the same rates, but the same--we 

are talking about the same charges; correct? 

That you are proposing to lower the rates 

here? 

Yes, the rate that is deaveraged is the UNE 
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loop rate which we feel is the only rate that 

really should be deaveraged from the UNE 

perspective, the loop that--rates that are 

associated with loops or loop related 

services. So, for instance, the port charges 

not deaveraged nor is transport or the other 

elements of unbundled--the other prices 

associated with other unbundled network 

elements, it is just the loop. 

Q The rate you are proposing for this UNE loop 

is lower than the rate in the stipulation 

that the Commission adopted on an interim 

basis in 382; is that correct? 

A That's correct. And that--there is a chart, 

I believe, in my testimony of that. On page 

three of my testimony the rates in the 

stipulation are 14.79 for zone one, 27.68 for 

zone two, and 47.78 for zone three, and those 

rates change respectively to 13.54, 19.73, 

and 28.27. 

Q Why are you proposing this reduction to UNE 

loop rate in this proceeding when the 

Commission has a pending case for UNE loop 

rates and other UNE charges and why not make 
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A Well, it is b 

consistency. 

in the case that is pending? 

si ally a matter of 

These are the UNE loop rates 

that we use to create the UNE package that we 

use to develop the size of the Universal 

Service Fund by comparing revenues to the UNE 

package. So, since these are the rates that 

were used these rates are most consistent 

with the theoretical basis that we feel 

should be used for deaveraging the unbundled 

network elements that some roll up of our 

rate groups in major metro, minor metro, 

rural kinds of zones for a UNE deaveraging. 

So, the rates are lower than those in the 

stipulation, they are the rates that we used 

to calculate the Universal Service Fund and 

they are more consistent with the methodology 

that we subscribe, so we felt like we should 

put them forward on an interim basis until 

the matter is resolved in 382. But we are 

not foreclosing debate on methodology in 382. 

There are people who are proposing other 

methodologies. 

Q Okay. I wanted to talk with you for a moment 
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about the impact of your propose for the USF. 

In your original December 17, 1999, filing in 

this proceeding you determined an intrastate 

fund of approximately 25 million, and given 

revisions by the FCC that amount is now 32 

million; is my understanding correct? 

A Correct. 

Q How are these amounts determined? 

A Well, the methodology for determining them is 

essentially the same, but the numbers have 

changed from two perspectives. The UNE 

package changed because the synthesis model 

was updated and that is what results in--the 

UNE rates that we used in the original 

proposal were based on the Commission's 382 

Order and the density zone based thresholds 

that the Commission had put forward in that 

Order. The--and, so, we used the synthesis 

model from October and those density based 

thresholds to establish the UNE zones. That 

generated a UNE price which was part of the 

UNE package. Then we compared that UNE 

package to revenues available in those wire 

centers and the difference rolled into the 
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Q 

A 

Q 

A 

Q 

A 

Universal Service Fund. The synthesis model 

was then updated and we changed the way that 

the wire centers are combined into UNE zones. 

So, this proposal now uses rate groups, not 

density zones, to establish the UNE zones. 

That generated these UNE loop prices. That 

changed the price for the UNE package, and we 

also updated the revenues, by wire center. 

So, all the numbers changed. And, as a 

result of that, we went from a $ 2 4  million 

fund to a $32 million fund. 

Could you provide a work sheet showing the 

development of 

amount? 

Sure. 

You hav 

HCPM to be 

this revised $32 million 

tim ted the fund size using th 

$61 million and an estimated 

contribution by BellSouth customers of $ 3 3  

million for the net gain of $28 million if 

USF is implemented; is that accurate? 

That's correct. 

Could you provide a determination of these 

and what they are based on? 

Yes. Now, or later or-- 
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Q If you can describe it now that is fine. 
had a work sheet in mind if that would be 

I 

preferable. 

A Okay. $61 million is just the synthesis 

model, the HCPM model output for BellSouth. 

The total fund is, like, $91 million for the 

state when you include GTE and Cincinnati 

Bell. S o ,  that is where that number comes 

from. There is a report produced by the FCC 

that discusses intrastate revenues for 

telecommunications companies and I think in 

the comments that we filed in Administrative 

Case 360 there is a reference to those 

numbers that result in a 6.1% assessment 

percentage, $1.4 billion--almost $1.5 billion 

and a $91 million fund that gives you about a 

6.1% assessment methodology. If you apply 

that 6.1% back to BellSouth's revenues, you 

get the offset of the $33 million. So, $61 

million minus $33 million gives you the $28 

million. But I can put that all on a piece 

of paper. 

Q Okay. S o ,  we talked about the proposal that 

you filed in December as revised at $32 
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million and then this amount of $28 million 

under the HCPM, could you explain how these 

relate? 

A Well, the--again, the 2 4  versus 32 is a 

similar rationale with a different set of 

arithmetic. The $28 million number is a 

different rationale. As Fred mentioned 

earlier, that the original discussions of how 

you would size the Universal Service Fund 

were based on revenue benchmarks. And with 

the federal high cost determination and the 

synthesis model, the FCC changed to a cost 

benchmark. So, the rationale change that is 

involved in the numbers is the $28 million 

number based on the $61 million fund using 

the cost benchmark and then offset by the 

fact that we would have to contribute-- 

BellSouth would have to contribute some to 

that fund. And, so, the net of that amount 

would be--the net receipts we would get would 

be 28 million. I think the point that we 

tried to make here was that these numbers are 

not so precise that we are not really talking 

about the same kind or single level of fund 
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and, so, the $24 million number that is on 

the table in the rebalance is, we consider, 

enough at this point to move on, because we 

can model this thing to death. And every 

time you run the model you will probably get 

a little different number, and every time you 

tweak an input you will get a little 

different number, and is it worth the 

difference to continue to run these 

exercises. And, essentially, we are saying 

no, we don't think so. We think the 

rebalance proposal is adequate so let's move 

forward. 

Q So, essentially, BellSouth is agreeing to 

absorb the difference between the amount of 

calculated USF and the amount you are seeking 

to rebalance your rates? 

A It is an absorption risk because if that 

number is right, then there is some implicit 

subsidy left in the rate structure and that 

might be competed away. 

not be right, so, yes, there is some 

absorption risk involved in this process, 

yes. 

That number might 
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Q By characterizing this as a risk, are you 

conceding that none of the calculations for 

USF that we talked about today are final? 

A Well, I'm concerned that they will ever be 

final, personally. But, clearly, there--you 

know, the FCC is not done yet with the high 

cost model, apparently. They are continuing 

to evaluate access line inputs and what have 

you and they are talking about updating it 

quarterly. So, I'm not sure the word final 

is in their vocabulary. 

MS. DOUGHERTY: 

I have nothing further. 

CHAIRMAN HELTON: 

Redirect? Does anyone have anything further? 

Gillis? Thank you Mr. Rausch. 

MR. MERSHON: 

Mr. 

I'd just like to ask the witness if he is clear on 

what he is to produce? 

A Yes. 

MR. MERSHON: 

I was not totally clear on that second or third 

one? 

I need to produce the numbers that came up with A 
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the $32 million number and also the backup for the 

$28 million number in 360 comments; is that 

correct? 

MS. DOUGHERTY: 

That's correct. 

CHAIRMAN HELTON: 

Mr. Mershon, I forgot to ask Mr. Gerwing, but you 

said,you have a list of those 31 counties and I 

would like to have a copy of that to look at. 

MR. MERSHON: 

Sure. 

CHAIRMAN HELTON : 

Not immediately but before the hearing is over 

today. 

MR. MERSHON: 

We'll get the list. 

MR. KITCHINGS: 

BellSouth doesn't have any other witnesses. 

CHAIRMAN HELTON: 

Ms. Cheuvront? We do have Mr. Drabenski? 

MS. DOUGHERTY: 

Yes, we do. Would yoy like to take the stand sir? 

MR. MERSHON: 

Madam Chairman, while the witness is coming, 
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BellSouth would propose that the order of cross be 

the Attorney--either the Commission or the 

Attorney General and then BellSouth because it 

would help us determine whether we really have 

anything left for this witness. 

MS. DOUGHERTY: 

I can volunteer to cross-examine first, if you 

even want to characterize what I'm going to do as 

cross-examination. 

(WITNESS DULY SWORN) 

The witness, WALTER P. DRABENSKI, having first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MS. DOUGHERTY: 

Q For the record would you state your name sir? 

A It is Walter Drabenski. 

Q Thank you. And what position or role have 

you had in this proceeding? 

A As President of Vantage Consulting, we were 

the firm that did the audit of the PRP during 

1999. 

Q And has that audit been made a part of the 

record of this proceeding? 
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Yes, it has. 

On or about May 4 ,  2000, did you caus to be 

filed in this proceeding Vantage Consulting, 

Inc.'s, testimony? 

Yes, I did. 

And was that testimony an effort on the part 

of all of the auditors of this case? 

We had five senior consultants who worked on 

the project, each contributed to the 

testimony, and I will try to answer the 

questions. Mr. Fowler, Mark Fowler is with 

me, I'll defer to him on the ones I'm not 

comfortable with but I'll make every effort. 

At the time that the audit report was 

produced there were a couple of corrections 

made to the report, do you know whether all 

of those corrections have been filed into the 

record? 

I was under the impression that the 

corrections, which one chart that was 

mislabeled was included in everybody's 

distribution before it went out the door. 

Do you have any changes to your testimony or 

to the audit report that has been filed? 
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A No. 

Q I'd like t- 1 Y u some questions, as I 

referenced before, they are not exactly in 

the nature of cross-examination since you are 

a witness hired by the Commission. 

A Okay. 

Q You made several recommendations in your 

report and in your testimony and I wondered 

one of them referred to the need for better 

communication. What--between BellSouth and 

the Commission--what particularly did you 

have in mind or what recommendations do you 

have? 

A Well, the entire series of issues in 

telecommunications that are before the 

Commission and the FCC and all of the 

utilities involved, they are so complex, so 

difficult to understand, as I think we have 

learned this morning and this afternoon, that 

it was our view that work shops or attempts 

to make sure that everybody was on the same 

educational level regarding types of models 

being used, the impact of various efforts at 

the federal level and ultimate at the state 
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A 

level. If that kind of communication could 

take place in a forum other than an official 

on the record forum, all the parties would be 

better prepared and better able to formulate 

strategies on a going-forward basis without 

doing any formats such as this where perhaps 

best solutions aren't put forth in the 

initial proposals. 

You recommend eliminating the productivity 

factor determination, is that true? 

That is correct. 

Why do you think elimination of this 

adjustment is appropriate in the current time 

frame? 

I think the report goes into some detail as 

to the FCC's CALLS report in discussing what 

value the productivity factor had. It was-- 

it served its purpose when initially put in 

place, so we are driving rates down to where 

they need to be. 

thought were a few problematic issues with 

using the productivity factor. First of all, 

you are depending on a number that is 

developed from a model that was never 

We discovered what we 
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intended for being prospective--to be used on 

a prospective basis. 

jurisdiction to jurisdiction. 

it are never known until some months after 

the time period is completed and then the way 

it was designed the implementation or the use 

of the revenues that dropped out from it were 

going toward rate reductions, which are 

somewhat counter productive, to try to 

stimulate competition. 

forth and--when we talked about getting rid 

of the productivity factor what we really 

mean is that we are looking at a better way 

to use the revenues that BellSouth generates 

through its improvements of productivity. I 

think we have seen that BellSouth is very 

capable of being innovative and bringing 

money to the bottom line when they are given 

an opportunity. 

with a method where those dollars were first 

known on a more definitive basis before hand 

and then used in a manner that brings more to 

the ratepayers in the state. 

Is it your opinion that the use of the 

It varies from 

The results of 

We went back and 

What we hope is we come up 
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productivity adjustment money in the past 

four years has not been an effective way to 

increase the competitive market with the 

reduction of access charges then? 

A Well, I think if the money had been used to 

reduce residential rates it would have been a 

disincentive to increasing competition, 

because as Mr. Gerwing indicated, virtually 

every indicator out there says that 

residential rates are lower than what they 

need to be to instill some competition. Now, 

the Commission, wisely, I think, allowed the 

company to use the money to reduce access 

charges and that helped. But on a going- 

forward basis I think the access charges will 

be resolved and then the question was what do 

you do with the benefits of this productivity 

increases and we were sort of in a quandary. 

And that's why when after the meeting with 

the Economic Development people we thought 

there might be a better way of utilizing 

those revenues. 

Q Did you review BellSouth's rates and tariff 

structure to the extent that you feel 
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comfortable telling the Commission that there 

aren't additional rates that BellSouth is 

charging that should be reduced rather than 

the incentive plan of capitol deployment? 

A We clearly did not study rates to the degree 

that you would for a rate case. 

look at any comprehensive current model 

results that would have told us where there 

was subsidies and where there weren't. I 

think Mr. Gerwing indicated this morning that 

even BellSouth today can't tell you what the 

exact level of subsidies are because they are 

just reaching some decisions as to what 

models to use and what inputs to include in 

them. I think what we saw from BellSouth in 

Kentucky, what we saw based on our 

understanding of the rest of the BellSouth 

system, in the industry in general, is that 

it was very likely that the residential 

rates, at least, were being subsidized. 

Whether the business rates were over 

subsidizing this is something we didn't go 

into any real detailed analysis on. 

We did not 

Q Your audit report recommends the elimination 
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Pr 

the phase out of the TFP. BellSouth has 

pes-d that it be eliminated on a flash-ci 

basis. 

would be more appropriate in the current 

c 1 imate ? 

Do you believe that phasing it out 

A We vacillated a bit ourselves. I think if 

you read our report and what some of the 

recommendations were and then read the 

testimony as of a month ago, initially we 

suggested that it could be cut out in the 

year 2000. I think based on what we are 

t 

seeing, given that it is now June, it will be 

some period of time before we get a decision, 

given that the CALLS proposal has some rate 

increases, we are beginning to believe that 

perhaps a phase out is a better solution. 

The proposed transition rate plan that 

BellSouth provided in response to our audit 

did not have a lot of definition in it 

regarding the amount of dollars that would be 

used for infrastructure enhancement, for 

example, and only today in Mr. Gerwing's 

testimony that we learned what some of the 

real dollars are. I think even there there 

- 1 9 5  - 



0 

e 
2 
m 

2 
8 

2 

N 

0 m 

0 
0 

I 
41 
U 
W 

-l 

m 
U W 
c 

a 
a 

a 
2 
W 
U 

E W 
m 
4 

z 
0 
0 

B 
B 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

- 0  

-1 

- 2  

L3 

14 

15 

L6 

L7 

L8 

L9 

20 

2 1  

22 

23 

24 

is some question as to what the net dollars 

would be. So, when we posed our testimony we 

tried to perhaps take a little harder 

position on when the rates increases for 

residential should go into effect and when 

the productivity factor should be phased out. 

And I think at this point we have got a 

little bit better idea but there are still 

some numbers that you probably need to better 

understand before you could come up with 

something that was certainly neutral on an 

overall basis. 

How might the Commission go about phasing out 

the TFP if it chose to do that? Would you 

suggest just a lowering the percentage rates 

or how would that phase out work in your 

mind? 

Q 

A Let me make something clear. Part of what is 

being--part of the quid pro quo is the 

transition plan basically says we will give 

you a fixed amount of money for 

infrastructure replacement, for reduction of 

access fees in lieu of the service fund. If 

the plan went on, the amount of money that 
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the productivity factor produces each year is 

dependent upon inflation, you can see that 

over the last three years it varied from 

three million to seven million. Each of 

those years you didn't know how much money 

was going to be available because of the 

inflation rate ultimately dictated that. So, 

part of what is being offered here is a 

fixed, known, defined benefit versus an 

unknown benefit that will accrue based on 

what future inflation is going to be. So, I 

think that needs to be factored in when you 

look at how you phase things out. You know, 

we are halfway through the year 2000. I 

think people can probably come up with a 

reasonable estimate for this year. There is 

certainly a lot of speculation as to what 

inflation is going to be over the next couple 

of years and the feds certainly doesn't-- 

seems to have ideas that it is going to go up 

and I'm trying to keep driving it down. 

I think in the final calculations the 

Commissioners need to make an assessment of 

So, 

how valuable it is to have a known benefit 
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that is promised to you that is going to be 

ruled out as opposed to some unknown benefit 

that is going to be based upon the national 

inflation rate. 

Q Do you see the benefit of such deployment proposal 

then as opposed to the inflation factor that is 

unknown to be that the Commission can determine a 

set value ahead of time? 

A Well, I think largely yes. It is certainly 

easier based on the numbers that have been 

provided. You have to make some leaps of 

faith as to what that is worth in real 

dollars on a rate of return basis, I guess, 

to find out what you are really getting. 

it is certainly easier to come up with some 

sense of the value of that than it is to sit 

and say, well, we may get something but it 

all depends on what inflation. Secondly, if 

you look at it in a more macro basis, you 

look at what is the leverage of what you get 

out of infrastructure enhancement as opposed 

to some minimal--let's say we reduce business 

rates. 

impact to the state because interest rates-- 

But 

Do you really see a macroeconomic 
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interest business rates go down by a couple 

of percent; probably not. 

Q How can the Commission be assured that the 

money that is deployed in broadband capital 

investment would not have been deployed 

anyway? How is it that the Commission can 

actually get its hands on the benefit that is 

going to accrue to Kentucky from this plan? 

A I think Mr. Gerwing mentioned the company's 

business plan. And all companies, in 

particular those that are competitive, they 

look to the potential profit before they 

begin to deploy capital. To date I don't 

think there has been a widespread effort in 

the areas that are being emphasized to deploy 

capital for broadband initiatives. So, I 

feel comfortable that the company is saying 

we are going to spend money that we wouldn't 

ordinarily spend. To what degree that 

changes over the next couple of years as 

technology costs come down and uses 

utilization increase, it is hard to 

speculate. 

the issue and the amount of money and how it 

And I think the need to revisit 
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is being spent in terms of technology is 

probably appropriate. I think there was some 

discussion about, you know, every couple of 

years coming back to look to see whether--are 

you in the right places, is the type of 

technology appropriate, the number of dollars 

being spent are appropriate, comparing them 

to other states, probably is the best way to 

resolve that. But at this point in time you 

have to simply look at it from a business man 

standpoint and the answer is without some 

type of incentive companies aren't going to 

invest in those areas because there is no 

potential return. 

On page four of your testimony you mention the 

effort that has been made to move forward with the 

limited rate rebalancing. Do you have any 

recommendations with regard to the proposed 

rebalance made by BellSouth? 

As management consultants it really pains us 

to ever suggest rates should increase. We 

tend to look for ways to reduce cost, reduce 

operating expenses and keep rates low. By 

the same token when you look at the industry 
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and you start talking about competition, 

rebalancing is probably both necessary t 

rate 

stimulate competition and probably will be 

required as the FCC moves along with some of 

its other initiatives. So, what we have 

struggled with between our original proposal 

and what we put in the testimony, I guess on 

page 12 or 13, was whether the rate 

rebalancing should be done over two years, 

should it be done over three or four years, 

should you delay it a little bit because of 

potential increases to bills that ratepayers 

will see due to the CALLS proposal, I don’t 

have a real good answer there. I think how 

much--how quickly it goes depends on what the 

company is willing to give on the other side 

of the equation. 

Q On the deployment side? 

A On the deployment side, certainly the access 

fee reduction, and I think Mr. Gerwing 

indicated that the estimate the Universal 

Service Fund risk that they are talking is 

based on some current projects and whether 

those numbers will change up or down in the 
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future, whether their risk is higher or less 

may be better defined. 

Q You had been concerned about the 

quantification of the benefit of the 

deployment broadband and it hadn't been 

specified. 

morning about the amounts to be spent over 

the next few years above that which had been 

budgeted. Does that allay your concerns? Or 

do you think that the Commission actually 

needs more detail about the deployment 

You've heard the testimony this 

A I think additional detail that could 

potentially be available is useful. 

there is perhaps two side to the equation. 

what the company is saying is that we are 

willing to spend this incremental money in 

areas that we ordinarily would not invest, 

and that's quid pro quo. To simply take that 

number and assume that that is the benefit, I 

think is not quite correct, because there 

will, of course, be revenue generated by 

those who take advantage of the broadband. 

So, you have to net that out. So, when you 

talk about--what was the total 19 million or 

And 

- 202 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

-0  

-1 

- 2  

.3 

- 4  

-5  

-6  

L 7  

18 

19 

20 

?1 

12 

33 

34 

some number in that range of potential 

investment--I’m not sure that you can simp1 

look at that as the total number. You need 

to ask what that means in net dollars. I 

would suggest that perhaps the company can 

provide some indication of what their 

business plans suggest revenue would be. 

Is there any way that you could help the 

Commission to get a handle on whether the 

proposal by BellSouth to change its Price Cap 

Plan and the benefits that would accrue to 

Kentucky from that proposal are equal to or 

better than the current plan or the benefits 

that have already been derived? I mean, are 

we talking apples and apples or is there 

anyway to know? 

Q 

A From what I heard today I think we are pretty 

close. I don‘t think--if the numbers that will be 

invested for broadband, in fact, are incremental 

numbers and the timing is done and the typical 

benefits to the state accrue, I think it is a very 

good deal for the state. I think as a number of 

people suggested earlier, since BellSouth really 

doesn’t know what the exact cost is going to be, 
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they are estimating cost based on today's 

technology. Tomorrow's technology or toda 'S 

technology tomorrow may be less expensive or may 

be different and I'm not sure you want to give up 

some hard dollars or some potentially hard dollars 

that would have accrued through the productivity 

factor for some soft dollars that may, in fact, 

not be the same numbers if the cost for 

implementation go down in the future. So, it is-- 

again, I think that is why this needs to be done 

with some expectation that there is a review, and 

if it turns out that the cost for implementation 

was much less or the revenue that is being 

received is significantly more than the business 

plan originally estimated, then you need to 

revisit it and bring it back to the table. 

Q Your testimony describes how profitability as 

measured by return on equity is not a viable 

regulatory measure under the Price Regulation 

Plan. What would you propose this Commission 

base its decisions regarding these rates to 

determine fair, just, and reasonable rates if 

it doesn't use any rate of return analysis? 

A Well, when you go to a Price Regulation Plan 

- 204 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

- 0  

1 1  

12 

L3 

L4 

L5 

16 

17 

18 

19 

20 

2 1  

22 

23 

24 

what you are giving up is rate of return as 

the primary measure of a utility’s success as 

a utility. In fact, the type of rates of 

return in the increases to a certain degree 

prove that the program worked, that the 

company took the initiative, did all the 

things to become profitable and competitive, 

which will ultimate drive their cost down as 

more and more of their products are moved to 

the competitive side of the business. 

Ultimately you are looking for reliability 

and quality of service, those can be 

measured. You know, we talked a little bit 

about service standards and reliability and 

they need to be changed, I think some new 

ones need to be incorporated, but as you go 

to a more and more competitive market 

environment, you are going to end up with 

market based prices which are really what you 

are ultimately looking for. 

going to be--that is going to drive their 

profitability where it needs to be, or it 

will end up where it is based on their 

ability as a business to be successful. 

And that is 
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Q Is it your view that the Commission should 

not then even consider the fact that, as you 

stated in your testimony, the return on 

equity as approximately 35% now and that that 

shouldn't even be considered when evaluating 

whether to have this rate rebalancing, 

whether there is a need for it or anything of 

that nature? 

A Well, let me just back up. The 35% that is 

in our testimony is intended to show a trend. 

That is not rate of return on equity that 

would be used for any kind of regulatory 

basis. We used that operating income, if you 

were doing it on a regulatory basis you would 

probably go towards more net income which 

would take into account a number of other 

things, it would be lower. I think the 

company comes up with about 29% versus our 

35%. Needless to say, the curve certainly 

shows that the company has been extremely 

successful in the last four years in 

improving their profitability. Now, to get 

to the question, yes, I think the Commission 

should be aware that BellSouth can be 
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extremely innovative and extremely successful 

when the right carrots are put in front of 

them, and that is what has occurred. And, to 

that degree, I think there is no reason why 

the Commission shouldn't continue to push 

BellSouth to provide its customers with as 

much as possible and have to work hard to 

achieve the profitability they think they 

need to achieve. So, that is why when you 

look at our testimony on page 13, we took a 

much tougher position regarding rate 

reductions than what was in our original 

report. It was largely because--well, partly 

because we didn't have a good definition of 

the numbers and, secondly, because I think 

BellSouth has demonstrated that they can be a 

very innovative and successful company when 

pushed. 

Q Does that innovation and success maybe lead 

you to think that this Commission should not 

need to be in a position to raise the 

residential rates? 

A Well, you would still run into a quandary. 

It is real easy for all of us to sit here and 
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say, well, great, they are profitable and we 

don't need to raise residential rates. All 

you do is put off rate rebalancing for 

another couple of years. 

issue is how do you raise residential--how do 

you achieve rate rebalancing? Do you do it 

slowly over a couple of years, do you do it 

in a couple of 10% increases in certain rate 

groups? My own--our professional opinion is 

that you should really work toward a rate 

rebalancing. 

objective because I think it will stimulate 

competition faster and it will take away some 

potential rate shock two or three years down 

the road. 

over two years, I think I would look at what 

period of time you want the extension of the 

PRP or TRP, or whatever you want to call it 

from now on, to go, and maybe look at, you 

know, a longer period of time, recognizing, 

of course, that the more you stretch it out, 

the fewer dollars that the company is getting 

up front for access charge reduction and 

Universal Service Fund. 

I think the real 

We included it as an additional 

The company proposed it be done 

- 208 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

-0  

-1 

,2 

-3  

14 

15 

16 

17 

L8 

L9 

20 

2 1  

22 

23 

24 

Q What are the consequences, as you 

this Commission not rebalancing r 

there any? 

see it, 

tes or 

for 

re 

A Probably rate shock three or four years down 

the road. Instead of a 20% rate increase 

over two or three or four years now, end up 

with perhaps 20% or more in the future from a 

pure rate standpoint. Secondly, you are not 

going to see any competition in the 

residential area, at least in the existing 

type of services, as long as you have that 

kind of an imbalance. 

Do you think there would be any effect in the 

long run on the incentive to invest in our 

state if rates aren't rebalanced? 

Q 

A I think there will be an impact in the long 

run of other CLECs to invest in 

infrastructure that will serve residential 

customers, except in the places where, you 

know, Louisville perhaps where there is a 

great enough density and it is close enough 

that they can be profitable. 

But you would agree that to the extent that 

the Commission delays this inevitable, if it 

Q 
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is inevitable, rate increase, there is 

benefit to those that aren't paying that 

rate? 

Absolutely. 

Did your consulting group look at the entire 

telephone company market in Kentucky in 

reaching a recommendation? 

We looked at recent actions and activities of 

some of the other large telephone companies. 

We didn't do a comprehensive study of all the 

rates or all of the utilities, and I 

recognize that there is fairly broad range of 

types of plans and programs in place there. 

Do you have any sense, based on your analysis 

done for this proceeding, whether rebalancing 

rates for only BellSouth would have any 

effect on other incumbent carriers in 

Kentucky ? 

I don't know, Mark may have a better sense of 

looking at some of the rate comparisons in 

more depth than I did, so maybe you can hold 

off your question. 

Okay. I'll take that up with him. One of 

your recommendations was to not redefine the 
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baskets, or at least you were questioning 

BellSouth's redefinition of the service 

baskets. What is your--have your thoughts 

changed on that or what is your 

recommendation? 

A A little bit, yes, they have somewhat. When 

the response of our audit came out initially 

we were surprised to see BellSouth proposed a 

complete new definition of their baskets 

because during the audit there was never any 

discussion of that. There had never been any 

petitions by the--by BellSouth to move 

products from one basket to the other. And, 

in fact, we made a recommendation suggesting 

that they reassess whether items in each 

basket were appropriate. So, we were rather 

surprised and didn't see an overwhelming 

reason for it. Since that time we have had 

BellSouth put in some greater description of 

why they were proposing it and in reading the 

CALLS proposal we recognize that if you do 

away with the productivity factor it really 

doesn't matter, and if the baskets that are 

currently being proposed by BellSouth 
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probably come a little bit closer to what the 

CALLS proposal would envision. 

I believe that you also indicated that the 

presumptive validity of tariffs may not be 

necessary at this time; is that still your 

viewpoint? 

Q 

A Well, I think we propose in our report that 

presumptive validity be included. 

at all of the other states that BellSouth had 

PRPs in and every other state was part of the 

plan. It hadn't been a specific problem, to 

date, in Kentucky because there hadn't been 

any cost--there hadn't been any products 

moved into non-competitive--or competitive 

side with costs that somebody might have 

objected to. Our view, however, was that we 

didn't want to see an administrative 

nightmare occur where the company tried to 

change their cost to be competitive and 

competitors were using the regulatory process 

to slow it down. It is more of a 

housekeeping issue than anything. 

been a problem to date but it would be nice 

to have it in there in the future. 

We looked 

It hasn't 
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Q You mentioned the two new objectives that you 

proposed. 

and market rates and the other is insuring that 

competition is not hindered by the plan. 

these objective fair during the last four years? 

Did you propose these because these were issues 

that were of concern or-- 

One is the movement toward incremental 

How did 

A Well, I think it was more a matter of 

updating the plan. The plan, PRP, as it was 

originally designed, was formulated in, I 

guess, in early 1995 when the plan went into 

effect in mid 1995, so it was before the '96 

Telecommunications Act. With four years of 

hindsight and looking at what the objectives 

that were stated in the original plan we just 

felt that the plan was better served by 

adding these two--1 don't think that we would 

say that these two objectives were hurt 

during the first four years of the plan, but 

on a going-forward basis we felt it would be 

enhanced. 

Do you think that the current Price 

Regulation Plan has impeded competition in 

Kentucky? 

Q 
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A I think my answer would be no. And I say 

that because the company and the Commission 

wisely did not move money in the last two 

years, at least to reduce rates and widen the 

gap of rate balancing. And I'm hesitating on 

the answer because I think the advent of 

competition probably is more dependant on 

other factors than the Price Regulation Plan, 

technologies, consumer requirements and so 

on. So, it more a matter of the plan 

probably didn't stimulate competition a great 

deal but it didn't necessarily hurt it. 

Q Do you think that the plan as proposed by 

BellSouth would stimulate competition more 

appropriately? 

A It's an incremental improvement. Certainly, 

the rate rebalancing goes a long way towards 

taking some barriers to competition away. 

Again, I think the primary drivers for  

successful competition will come from outside 

the plan. It will be new technologies, new 

opportunities, changes in the economy itself. 

Do you work generally in several different 

states or different regions of the country? 

Q 
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A Yes. 
Q And h ve you seen any plans or 

recommendations by other Bell operating 

companies that you think this Commission 

should consider? 

A I can't think of anything that I've seen right 

now, Mark may have a comment or two on that when 

he gets on. 

familiar. We looked at and, I think, in our 

report included the PRPs we saw throughout the 

country, you know, and made a number of comments 

and observations on those. We seen a couple of 

changes, I think you mentioned Louisiana, what 

took place there. Quite frankly, I think a great 

deal has changed in the last week. 

He is probably a little bit more 

Q With the CALLS proposal? 

A Absolutely. Louisiana probably was--made an 

appropriate decision to not take any real 

action other than to extend their plan when 

they had to make their decision a month or 

two ago. And today they are looking at a 

better defined arena to work in, so it makes 

a lot more sense to be more pro-active in 

going forward than perhaps Louisiana or was 
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it North Carolina had been just a few months 

ago. 

Q Are you aware of other states that have already 

rebalanced their rates and what kind of effect 

that has had? 

A I know that it has been taking place, we've 

discussed it, I don't have the information at the 

tip of my fingers. Mark may be able to shed more 

light on that. 

MS. DOUGHERTY: 

That's all of my questions. 

CHAIRMAN HELTON: 

Attorney General. 

CROSS EXAMINATION 

BY MS. CHEUVRONT: 

Q As usual most of my questions were covered, so let 

On page 4 9  of your me get organized for a minute. 

report you say that competition has come in the 

form of new products and services and I believe 

you just said that on the stand. 

that BellSouth can't offer new products and 

services, or am I just misreading this statement? 

Were you saying 

A Let me refresh my memory. 
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Q 
A 

Q 

A 

Q 
A 

Q 
A 

Or reading too much into it? 
Page 49 under the subtitle Competitors? 

Isn't it one, two, three, Regulation, Chapter 3 in 

your Audit Report? 

Right. 

Yes. 

You said page 4 9 1  

Yeah. 

Well, the purpose of this section here was 

really--was an industry discussion of industry 

structural changes. And I think to answer your 

question, when you talk about new products and 

services, BellSouth, like any other company out 

there today, will base the implementation of new 

products and services on their business plan and 

whether they think they can make money. 

what we talked about this morning was their 

A lot of 

willingness to invest in regions of the state that 

might not ordinarily be profitable. But quid pro 

quo, so to speak, is that they will make the 

investment with much more risk towards potential 

profitability of that investment than they 

ordinarily would. Beyond that, I think, and, 

again, Mr. Gerwing said when we talked about those 
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products for broadband implementation, it may be 

different products than what are envisioned today. 

So, I think BellSouth is certainly willing to look 

at new products and services, but under today's 

environment they want to look at it when its got a 

reasonable prospect for profitability. 

I just wanted to make it clear that you weren't Q 
saying that they weren't able? 

A Oh, no, no. 

Q And that's the way--as I said, in my mind 

that is the way I read it. I just wanted to 

make it clear that that is not what you were 

saying. You talked about there not being 

competition and the I X C s  not entering the 

market, you--at first I thought you were 

saying it was just because of the rates but 

think you went on and elaborated on it and it 

had a lot more to do with just the rates was 

not what was causing the lack of competition 

in Kentucky. But, then, I a lso  heard you 

make mention--you do know on page 97  and 98  

where you all have your little rate chart of 

all the BellSouth states--are you familiar 

with that? 
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A Yes. 

Q Earlier .his morning I believe you were here 

when Mr. Gerwing said there is competition in 

Florida and Georgia. As we see from your 

rate charts, Georgia has the third highest 

business rates and Florida has the lowest 

business rate with Kentucky being just next; 

on the residential side, Florida has the 

lowest residential rates. So, rates may 

really not have a lot to do with whether the 

IXCS want to come in or enter competition? 

A Well, I think we better be careful of the 

timing here. You know, these rates were 

published rates, tariffs based on what we saw 

a year ago. The activities that have taken 

place in the last--and they probably went 

into effect a few years ago. So, you are 

comparing rates that may be three years old 

with the competition that has taken place in 

the last 12 months. I'm not sure what time 

frame Mr. Gerwing was referring to when he 

talked about those two states being the 

states with perhaps the greatest competition 

at this point. So, I just want to be 
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careful, though, 

numbers and try 

that we don't take some old 

o reach a conclusion that 

there is no correlation between these numbers 

and where people-- 

Q He did say that he wasn't aware whether they 

had changed or not. Do you--from the way it 

sounds today the only states you work in are 

BellSouth states? 

A No, no, no. 

Q Okay. 

A It is just that as part of this audit we took 

a very close look at all of the programs that 

BellSouth had in each of their states. So, 

we are much more familiar with those rates 

and programs than some of the other large 

utilities. 

Q Just from knowledge from past work, are you 

aware of any other rates in non-BellSouth 

states or how they compare to rates being 

offered in other non-BellSouth states or 

companies? 

A I've got all kinds of statistics and given 

rates. 

Q Just general. 
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A Well, they are all over the place. I mean, 

depending on cost structure, levels of 

subsidies, what efforts have been taken. I 

think in Chapter 2 we looked at a lot of 

different programs and, again, here we were 

looking at Price Regulation Plans as opposed 

to basic, this wasn't a rate study by any 

means. So, the little bit that is in there 

about rates was sort of put in there to bring 

up a point. We didn't make any attempt to 

compare rates in Kentucky with the rest of 

the industry. That's pretty common 

information, there is a lot of data basis 

that have that out, you know, that type of 

information, I just haven't really looked at 

any of it in months, so I would be hazarding 

big time guesses. 

Q Well, one of the things we commonly hear and 

you are probably the first person I've heard 

expand on why there is no competition in 

Kentucky is because our residential rates are 

so low and they need to get higher. And I 

was just curious on--if there is residential 

competition in other states how--you know, if 
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they are that difference where you can 

comp re, is that really what is causing 

competition not to be in Kentucky? 

A It is really complex. In fact, Mark looked 

at an ILE--CLEC, I'm sorry, in Colorado and 

it was interesting because that CLEC 

basically had an exclusive franchise because 

nobody wanted to compete with him and I think 

it is written up in Chapter 3 or 4 of the 

report, it is a little discussion of it. 

Yeah, there is competition there. A CLEC 

came in and is providing local service to a 

small subdivision, fortunately it is the only 

competitor there, so it is a much more 

complex issue than simply what the rates are. 

Knowing whether there is subsidies, although 

the subsidies is probably the driving factor 

that would act as a barrier. 

Q I don't--didn't hear you say--and if I 

remember reading in your audit report, and I 

think also in your testimony, you suggested 

an initial rate increase of not more than 10% 

and then today you basically said because 

maybe rate shock down the road, and then you 
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A 

Q 

A 

Q 

thought freezing was a good idea. 

still believe freezing is a good idea 

Well, the idea was to--when we were putting 

the report together, eight, nine months ago, 

we were toying with the idea of let's get 

some initial increases in, let's bring the 

residential rates a little bit closer to cost 

and then freeze them and see what the market 

is doing, whether there is any impacts. So, 

that is basically where we were coming from 

and, you know, I think the discussions today 

went to can you slow it down and do it over a 

longer period of time. Mr. Gerwing indicated 

you can skin the cat a lot of different ways 

and it is just a matter of what is most 

palatable at the time. 

Well, do you still think that even though this was 

written eight or nine months ago that possibly 

freezing them to see what the market is doing may 

still be a good idea? 

I think we proposed going along, which is what the 

company's proposal is, rate increases for two 

years and then a rate freeze for the next two. 

They proposed inflation, rate increase 10% 

Do you 
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over two years and then increase it. 

Okay, well. 

That's why I wanted to get your-- 

I guess after a 10% increase 2% doesn't look 

bad. 

It depends all of the other little surcharges 

you are putting on that bill, I guess. 

Right. 

I just have one final question. I asked Mr. 

Gerwing this morning and it is basically just 

since you have knowledge from all over the state 

if maybe you have any ideas. As it appears from 

this alleged competition, it is only helping the 

low income and any large long distance user, an 

Internet user or anybody that wants advanced 

technology. 

if it was in the audit report, the testimony--that 

the POTs customers will not see any noticeable 

rate reductions because of competition. It 

appears from what I see and what I hear is, though 

it is not a rate, the bill is rising because of 

competition. 

could possibly be done to help these POTs 

customers? 

And you even said--I can't remember 

Do you have any suggestions on what 
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A I would refer back to the CALLS decision 

because that addressed that. In fact, som 

of the final changes that were made to that 

proposal were changes that took into account 

we are doing audits on the long distance side 

giving way with minimum bills and so on in 

order to give some rate relief to users of-- 

minimal users. I'm not real familiar with 

the exact structure here but the more you can 

make the bill variable for customers with 

minimal usage, the better it suits their 

spending habit, the usage habits. 

Q I'm not that familiar with the CALLS proposal 

either, and the more I hear today the less 

I'm familiar with it. But from my naivety 

knowledge and from what I read on the 

consumer side, it sounds like that they took 

away something that was competitive, the long 

distance side. You could, you know, maybe go 

to another long distance user, some weren't 

charging minimum fees, some were, obviously, 

some were charging USF percentage, some flat 

fees, you don't even have to have a long 

distance user any more if you don't want to, 
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so that already eliminated that side. If you 

wanted to, if you actually shopped around and 

knew the right questions to ask and took a 

lot of what they took away there and put it 

on to the regular interstate field, so it 

seems like it may not necessarily have helped 

the POTS customers? 

A No, I think you need to look a little deeper 

and I'm not an ex--1 read it once and that 

was late last night, so I'm certainly not an 

expert. But my understanding, at least from 

the Executive Summary, is that a minimal 

usage customer who opts through AT&T or 

Sprint to take a plan with no minimum payment 

should see a monthly decrease in their 

overall bills. I'm generalizing but I think 

that is my recollection in reading that. 

Q I know that is what it says but some of the 

charts I have seen--what I'm saying is this 

part was competitive that they took away. 

And they took--and they added it to something 

that is not competitive. So, if you had 

already worked and gotten the long distance 

part that they have taken away out of your 
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bill, then it actually increased your bill 

some? 

I'm probably not a good witness on that. A 

MS. CHEUVRONT: 

And I'm maybe not even stating it right. 

So, I have no further questions. 

CHAIRMAN HELTON : 

Mr. Kitchings? 

MR. KITCHINGS: 

Yes, Chairman, thank you. 

CROSS EXAMINATION 

BY MR. KITCHINGS: 

Q Good afternoon Mr. Drabenski, I'm Langley 

Kitchings with BellSouth and I do, in fact, I have 

just a few, very, very brief questions for you. 

I'd like to take you first to your testimony, I 

believe it is on page 13, you have made reference 

to it once or twice and I just want to make sure 

we are all together on this. This is the second 

bullet point on line 12. Are you with me? 

A Yes. 

Q In that statement you are not suggesting, are you, 

that a rate rebalance is not needed? 
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Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

No, I'm not. 

You are, in fact, still in favor of a rate 

rebalance? 

Yes. 

Isn't it true, Mr. Drabenski, that in your 

findings in the audit report and in your testimony 

you represent the--or agree that a total fact of 

productivity needs to be done away with? 

Yes. 

And, in fact, you would also support the 

notion that a Universal Service Fund needs to 

be undertaken and properly done as soon as 

possible, wouldn't you? 

Making it general, I would agree with you. 

And you are also familiar with BellSouth's 

broadband deployment offer in this PRP that 

we have put forth, aren't you? 

Correct. 

And you would support that that is a good 

thing for the State of Kentucky and its 

associates, wouldn't you? 

I'd like to think we first proposed it. 

Okay. So, I'm originally from Mississippi 

and we have a saying down there about 
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shelling down the corn, it is kind of getting 

to the bottom line. So, when we shell down 

the corn from all of this, is it fair to say 

that you support a rate rebalance? 

A Yes. 

Q You support the doing away with total factor 

productivity? 

A In some manner, correct. 

Q Okay. You support the broadband deployment? 

A Yes. 

Q And you support a Universal Service Fund? 

A I believe the issue needs to be addressed, yes. 

MR. KITCHINGS: 

Thank you. 

further, Chairman. Thank you. 

I don't have anything 

CHAIRMAN HELTON: 

Ms. Dougherty? 

MS. DOUGHERTY: 

Nothing further. 

CHAIRMAN HELTON: 

Ms. Cheuvront? 

MS. CHEUVRONT: 

No. 
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CHAIRMAN HELTON: 

Mr. Holmes? 

VICE CHAIRMAN HOLMES: 

I just have a question, you talk about the 

difficulty of getting at the same subsidies. How 

do you ever know what the exact amount of subsidy 

is or is there any way to determine-- 

A Well, first of all, you have to use some type 

of model to come up with an estimate. 

right off the bat you know you've got a wrong 

answer. 

closer to the right answer you have to go 

with finer and finer geographic areas so that 

you are beginning to match the actual cost 

investment with the users. And that becomes 

more and more complex, so you ultimately get 

down to, I believe, every call center having 

its own cost associated with it. And I mean 

at some point in time you could--you know, 

every house, depending on how many feet of 

wire they have, has a separate cost element. 

I think everybody agrees you certainly can't 

do it on a statewide basis because you know 

it is wrong. 

So, 

Then if you want to get closer and 

Even trying to do it on a 
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politically geographic basis, counties, is 

wrong, because you have urban versus 

suburban. 

VICE CHAIRMAN HOLMES: 

Well, I guess what I'm getting at until we get 

competition we really won't know what the 

subsidies are. 

When you can get the market rates then you 

know what it is worth. And you can only get 

the market rates when you have competition. 

A 

CHAIRMAN HELTON: 

Thank you Mr. Drabenski. 

MS. DOUGHERTY: 

We have just very few questions for Mr. Fowler. 

(WITNESS DULY SWORN) 

The witness, MARK FOWLER, having first been 

duly swornf testified as follows: 

DIRECT EXAMINATION 

BY MS. DOUGHERTY: 

Q Mr. Fowler, did you participate in the audit that 

has been made a part of this record? 

A Yesf I did. 

Q And in the testimony that has been filed 
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approximately May 4 ,  2000? 
A Yes, I did participate. 

Q Do you have any experience to tell us what 

states, if any, have already rebalanced their 

rates and what effect that has had? 

A Yes, I would like to address that. The 

problem with addressing it as a rebalance is 

rebalance by definition would mean that you 

had some implicit subsidy. Many states don't 

have the differential between the actual 

cost, or what we think are actual cost, and 

then the regulatory rate, in which case you 

don't have a rebalance issue per se. So, to 

just simply say are there states that have 

done a specific rate case, or rebalancing, is 

almost impossible to say. In fact, I don't 

know of any that called it that. There are 

in each rate case, particularly those that 

have come up recently, movements towards 

bringing rates towards market or cost, in 

fact, which could be called a rebalance. But 

are they called that specifically, not that 

I'm aware of. 

And do you know what effect those rate Q 
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changes in the states have made on the 

market? 

A In the market particularly or are you 

speaking to residential or business or both? 

Q Both. 

A For the most part in the residential area there is 

very limited competition anywhere in the U.S. as a 

result of rates or anything else. 

Q And what about the rate changes for the business? 

A Rate changes on the business side, I think-- 

I’d say basically the same, that the 

competition is being driven by factors other 

than rate changes or the rate changes that 

have taken effect thus far. 

Q So, is it your testimony that the rate 

rebalancing that is proposed here will not 

actually affect or bring about competition in 

the residential market? 

I would say it would not bring about 

competition, it removes--makes one step 

towards removing a hindrance to competition. 

And it moves rates towards the direction of 

where they need to be to be in a competitive 

environment, which is basically towards 

A 
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market where it is caused. 

Do you have any opinion about the effect of 

the rate changes proposed by BellSouth in 

this proceeding that they might have--the 

effect they might have on other ILECs, that 

is, rebalancing Bell's rates but not 

rebalancing other ILECs rates? 

We did look at that particularly early on in 

particular with respect to Cincinnati Bell. 

And we, in fact, decided that to consider 

that in what we were doing was to place 

unnecessary shackles on us and what we were 

recommending to the Commission on a going- 

forward basis, for the simple reason that we 

had far better information than was the case 

in the rates during the rate setting for the 

other ILECs. So, we went forward and tried 

to, in fact, move forward on a clean slate 

without considering that. 

Q 

A 

Q I understand you are familiar with the CALLS Order 

that has recently been released from the FCC? 

A As much as I could be reading it over the weekend, 

yes. 

Can you tell us what the impact of that may be on Q 
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A 

Q 

A 

Q 

A 

Q 

BellSouth's proposal from your view point? 

From my view point the impact is more at a 

high level and more philosophical in that the 

FCC in that Order is saying that we do not 

have a perfect order in this case but the 

time has come to move forward and remove 

implicit subsidies and make those subsidies 

explicit, and to make every effort possible 

to move towards a cost basis or a market 

cost. And it is time to stop, basically, 

haggling over these things and let's make a 

move forward. 

better than continued inactivity. 

And from your view point as a management 

consultant, do you agree with that? 

Absolutely. 

Is it your testimony that the FCC's adoption 

of the CALLS I1 proposal makes this plan, as 

That any move forward is 

proposed by BellSouth, more attractive for 

adoption in Kentucky? 

I think it lends additional credibility to 

making the kinds of moves that we proposed 

the report, yes. 

Does the plan as adopted by the FCC make 
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continuation of the current Price Cap Plan of 

BellSouth's more or less attractive? 

A I think it makes it less attractive in that 

some of the uncertainty and the hindrances 

that were there and that let us, during our 

report, to even negotiate and haggle among 

ourselves as to what should be done are no 

longer there. The path is much clearer at 

this point as to where federal action is 

going and I think that says now the door is 

open for state regulators to take similar 

action. 

MS. DOUGHERTY: 

Thank you, Mr. Fowler. I have no more 

questions. 

MR. KITCHINGS: 

No questions. 

CHAIRMAN HELTON: 

Thank you Mr. Fowler. Are there any other 

matters? The transcripts will be ready on 

is that correct Vivian? 

COURT REPORTER: 

It will be filed on the 21st. 
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CHAIRMAN HELTON: 

Be filed on the 21st. Do the parties wish to file 

post hearing briefs? Do you see the need for post 

hearing briefs? 

MS. CHEUVRONT: 

Unless you feel it is necessary, we don't. 

CHAIRMAN HELTON: 

Mr. Kitchings, Mr. Mershon? 

MR. KITCHINGS: 

I'll defer to Mr. Mershon on that one. 

MR. MERSHON: 

I think with where we stand now, if you don't 

think we will need to file a brief, I think we 

would like to look at the transcript. Like I say, 

right now we probably wouldn't, since Ann is not 

filing one I don't believe we need to add anything 

more to this. 

CHAIRMAN HELTON: 

S o  then-- 

MS. DOUGHERTY: 

We had a couple of items that you all were going 

to produce. 

MR. MERSHON: 

Yes. 
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MS. DOUGHERTY: 

Can you provide those? 

transcript to provide those I assume? 

You don't need the 

MR. MERSHON: 

No, we do not. Assuming that we have it down what 

exactly--what exactly you want us to file, and I'm 

pretty sure we do. 

weeks to get those in? 

So, can we have a couple of 

MS. DOUGHERTY: 

Well, that would make the case submitted on the 

21st for the Commission's decision; correct? 

CHAIRMAN HELTON: 

Unless Mr. Mershon decides that--he did not 

preclude filing a brief, so unless he does that it 

would not be submitted on the 21st. 

MS. DOUGHERTY: 

Do you want to just let us know then? 

MR. MERSHON: 

Yes, we will let you know. 

MS. DOUGHERTY: 

Okay. 

MR. MERSHON: 

Right now we don't plan on filing a brief. 
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CHAIRMAN HELTON: 

I f  there are  no  f u r t h e r  matters, w e  are a d j o u r n e d .  

(OFF THE RECORD) 
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STATE OF KENTUCKY ) 

COUNTY OF FRANKLIN) 

I, VIVIAN A. LEWIS, a Notary Public in and 

for the state and county aforesaid, do hereby certify 

that the foregoing testimony was taken by me at the 

time and place and for the purpose previously stated in 

the caption; that the witnesses were duly sworn before 

giving testimony; that said testimony was first taken 

down in shorthand by me and later transcribed, under my 

direction, and that the foregoing is, to the best of my 

ability, a true, correct and complete record of all 

testimony in the above styled cause of action. 

WITNESS my hand and seal of office at 

Frankfort, Kentucky, on this the 19th day of June, 

2000. 
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22 
23 
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YkA 414, R 7 .- 
VIVIAN- A. LEWIS I 

Notary Public 
Kentucky State-at-Large 

My commission expires: 7-23-01 
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